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It is with much sadness that this issue of Abacus contains the eulogy delivered by 
Peter Wolnizer at the funeral of one of the world’s accounting giants, Raymond 
John Chambers, the founding editor of this journal. Born in Newcastle in 1917, 
the son of a Yorkshire coalminer, Chambers died in Sydney aged eighty-one., He 
matriculated in 1934 and entered the University of Sydney to study economics | 
part-time, graduating a Bachelor of Economics in 1939. After a: stint in business 
and government at the Prices Commission during the war, Chambers moved to the 
management education field. This was the forerunner to his appointment in 1953 
as the first full-time lecturer in accounting at the University of Sydney, associate 
professorship in 1955, and appointment as the university’s foundation Professor of 
Accounting in 1960. 

An inspiration to students, staff and those who read or heard him, the profession 
is the poorer, for Chambers’ passing but immeasurably richer for the’ contribution 
he made to the discipline of accounting. From the outset his research output was 
extensive, but it increased dramatically in the 1960s and’his fame sptead widely. - 
‘By the endoof that decade he was regarded as one of the leading international 
‘accounting ‘academics. In all, Chambers published more than two dozen books 
and monographs, and over 200 articles. His interests ranged across various cognate 
disciplines-sociology, psychology, history, the philosophy of science, law, economics, 
„accounting and mathematics. Chambers was truly, as leading Italian accounting 
academic Giuseppe Galassi recalled in a moment of reflection upon hearing of his 
death, ‘a man of science, a Renaissance man’. This captures the essence of his 
` contribution. Quantification underpinned the Renaissance. And matters of account- 
ing valuation concerned Chambers throughout his academic life. He perceived 
accounting as an art that was more than simply the product of current commercial 
exigencies. He sought to raise the profile of accounting, stressing the need for it to 
possess scientific underpinnings to be worthy as a university discipline. Beautifully — 
crafted prose added to the empirically and analytically based scholarship of his 
works. Some have claimed he could have been a successful literary writer. : 
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This issue of Abacus contains a biography of another accounting great, John B. 
Canning. Written by Steve Zeff, that piece highlights Canning’s vision to make 
accounting an effective measuring device, grounded in economics, and essential in 
assisting the ordering of commercial affairs. Here there is much similarity between 
the ideas of Canning and Chambers. Up to the time of his death Chambers was 
convinced of the need to radically reform accounting. He sought with missionary 
zeal to rid the professional accounting standards of the many infelicities that he 
had exposed in his treasury of writings over the years (see the Garland anthology 
of his works, Chambers on Accounting, vols I-V, 1986, and vol. VI, forthcoming, 
2000; his autobiographical article, ‘An Accounting Apprenticeship’, Accounting 
History, 1991; and Frank Clarke, ‘A Treasury of Accounting Thought ...’, Abacus, 
March 1996 and a festschrift Abacus issue, December 1982, to honour Chambers 
upon his retirement). Seeking ways to eliminate observed defects in extant ac- 
counting, he devised and coined CoCoA, based oni recording assets and liabilities 
using up-to-date monetary equivalents (market selling prices). His system entailed 
recording changes in the selling prices of a firm’s net assets as income as well as 
adjusting overall income for the effect of changes in the general level of prices on 
a firm’s opening net assets (his capital maintenance adjustment). His last paper, 
aptly published in the October 1999 issue of Abacus and titled, “The Poverty of 
Accounting Discourse’, captures his life-long crusade to rid the practice and teach- 
ing of accounting of its infelicities. 

Chambers leaves many legacies, including an international accounting journal, 
Abacus, that after thirty-six years continues to be highly respected. The October 
1999 issue of Abacus noted that, as the foundation editor, Chambers-had continu- 
ously guided the:journal’s development, and he remained an active editorial con- 
sultant until he died. When Abacus was launched in 1965 there were only three 
other international academic accounting journals, The Accounting Review, Journal 
of Accounting Research and The International Journal of Accounting and Educa- 
tion. Initially Chambers alone administered this new international journal. Closely 
aligned to the university, it was published and distributed by Sydney University 
Press. It proved an immediate success, with an impressive overseas circulation at 
its peak spanning nearly fifty countries. 

The ongoing success of the journal is a major achievement, attributable in large 
part to Chambers’ vision and expertise in perceiving the need to push the bounda- 
ries of accounting research by dedicating the journal to publishing ‘exploratory, 
constructive and critical articles on all aspects of accounting and on the phases of 
the theory and administration of organizations and of economic behaviour gener- 
ally which are related to accounting, finance and business studies’. 

Another major legacy stemming from Chambers’ lifelong crusade is that teachers 
of accounting should seek to: educate rather than train; inculcate in students a 
sense of inquiry in their discipline; eradicate dogma and stress the need for ac- 
counting to be recognized as means to an end; stress that, as a metrical information 
system, accounting should adhere to the principles of measurement and provide 
information useful to the purposes for which accounting data were intended— 
namely as indicators of profitability, solvency and liquidity. 
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A better appreciation of all of Chambers’ legacies, however, must be left to 
historians to piece together those factors influencing Chambers’ works. Facilitating 
` this are the extensive Chambers archives (including fifty years of personal corres- 
pondence) presently being created at the University of Sydney. This material 
covers the most turbulent years in the history of accounting. 

Since 1941, Chambers had an unbroken association with the Australian Society 
of Certified Practising Accountants (formerly the Commonwealth Institute of 
Accountants, and more recently the Australian Society of Accountants). He gained 
life membership in 1979. He served on numerous committees over this period, 
including the Commonwealth Institute/ASA Research Committee- (1949-53), the 
ASA National Disciplinary Appeals Committee (1984-90); N.S.W. Divisional 
Councillor (1965-79) and State President (1975-6); National Councillor (1972-9) 
and National President (1977-8). He was appointed over that time to significant 
governmental positions, including: member of the 1971-3 New South Wales govern- 
ment’s Corporate Affairs Advisory Committee; chairman of the New South Wales 
government Accounting Standards Review Committee (1977-8); committee member 
of the Australian government’s Committee on Overseas Professional Qualifications 
(Accountancy) from 1979 to 1982. Peter Wolnizer’s eulogy refers to numerous 
other professional achievements and awards. 

Chambers’ passing is a tragedy for those involved in maintaining the editorial 
rigour for which the journal is known. Chambers possessed many attributes, amotigst 
which were the abilities to relate the seemingly unrelatable, and to appreciate how 
an article could be significantly improved by explaining how the specifics might, pe 


ORS 


editorial advice. 

Personally, I shall miss him dearly. More than a mentor, he. was a colleague 
whom I admired for over twenty-five years. 

Ray Chambers was regarded by all as one of nature’s gentlemen. A privately 
religious, devoted family man, he is survived by his wife Margaret, daughters 
Margaret and Rosemary, son Kevin and several grandchildren. 


Graeme Dean 
University of Sydney 
September 1999 . 
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_ Raymond John Chambers 


Born on 16:November 1917 in Newcastle, Australia, and educated at ‘Newcastle 
Boys High School and the University of Sydney, Raymond John.Chambers will be : 
remembered with great respect and affection as an eminent and engaging acount- ` 
ing educator and scholar. A university scholarship enabled him to enrol as a part- 
time student in economics; he graduated in 1939. After ten years of experience in 
government, commerce and industry, he joined the staff of the School of Manage- 
ment of the Sydney Technical College and devised what was possibly Australia’s 
first program of management studies... 

In 1953 he became the first full-time lecturer in accounting in the University of 
Sydney and was appointed to the university’s first Chair of Accounting in 1960—a ` 
position he occupied with great distinction for twenty-three years until his official’ 
retirement in 1983. He continued to serve his university as an emeritus professor 
with dedication and, as adjunct proféssor, contributed mightily to the academic 
work and professional development of colleagues in Deakin University over a 
decade from 1989. During his career, he was invited to be a visiting professor in 
twelve leading universities. , 

‘Professor Chambers ‘wrote’ a dozen books and well over 200 articles, mono- 
graphs and reports on accounting, financial management and the law which have 
been published in- Australia, New Zealand, Canada, Europe, Japan, the United 
Kingdom and the United States of America. As an internationally renowned expert 
on accounting and financial management, he has for more than fifty years challenged 
the’ conventional thinking about accounting matters. Importantly, those contribu- 
tions’ were not made in isolation from the problems of the workaday commercial 
world, for throughout his illustrious career he was in demand as a consultant to. 
business firms, government agencies, professional organizations and educational 
institutions. l 

In the hope of eliminating observed defects in accounting practice, he set out to 
devise an accounting based on up-to-date money equivalents of assets and liabilities 
and income calculated in dated real terms: he called the system ‘continuously 
contemporary accounting’, known internationally by the acronym CoCoA: For 
that rigorous, scholarly work, Ray Chambers earned the degree of Doctor of 
Science in Economics of the University of Sydney, was awarded a gold medal by ` 
the American Institute of Certified Public Accountants, received three citations 
from the Australian Society of Certified Practising Accountants, and was elected : 


P. W. Wo.nizer is the Dean of the Faculty of Economics and Business, University of Sydney. 
Eulogy delivered at the funeral of Raymond John Chambers, 17 September 1999. 
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as a Fellow of the Academy of the Social Sciences in Australia. While its general 
thrust remains controversial, many elements of CoCoA have been, and continue to 
be, absorbed into accounting doctrine and practice, and taxation and other laws 
requiring the determination of wealth and income. 

In 1976, Professor Chambers became the first person from outside North America 
to be appointed as the Distinguished International Lecturer in the United States 
by the American Accounting Association; and, in 1991, to be awarded the most 
prestigious award of that association—the Outstanding Accounting Educator Award. 
In the same year, he was inducted into the Accounting Hall of Fame in the Ohio 
State University. For his service to commerce and education, particularly in 
accounting and business management, he was made an Officer of the Order of 
Australia in 1978. 

Internationally honoured and respected by academic and practising accounting 
communities alike, Professor Chambers was one of the very few academics to head 
a major professional accounting body. He served as an officer of his professional 
association, the Australian Society of Certified Practising Accountants, for some 
fifteen years, was its national president in 1978, and was honoured as a life member 
in 1979. The motto of the Society is ‘Integrity —a quality personified with dignity 
and grace by Ray Chambers in his intellectual, professional and personal pursuits 
and conduct. 

One of'the early academic accountants in Australia, Professor Chambers was 
elected as the Foundation President of the Accounting Association of Australia 
and New Zealand in 1960, made a life member in 1983, and in 1996 received that 
association’s inaugural award for outstanding contributions to the accounting 
research literature. Always seeking to enrich the dialogue between academic and 
practising accountants, he established the Sydney University Pacioli Society in 
1962. In 1965 he became the founding editor of Abacus—Australia’s leading inter- 
national academic journal of accounting—and led the development of that journal 
as editor until 1975, and supported it as consulting editor since then. 

Several of Professor Chambers’ students now hold professorial chairs in Aus- 
tralian and overseas universities. Three of those universities have conferred upon 
him an honorary doctorate—of Science (by the Universities of Newcastle and 
Wollongong) and of Laws (by Deakin University). Over twenty-six years, it has 
been my much treasured honour, great privilege and pleasure to be Ray’s student 
and colleague—but most of all his friend. For Ray Chambers was far more than 
a great Australian, inspiring teacher, internationally eminent scholar, and highly 
esteemed colleague. He was a visionary whose ideas and ideals will yet beget the 
renaissance of accounting; whose personal strength of character and integrity will 
be the guiding spirit for many of his students and colleagues; and whose human 
love, passion and loyalty will abide forever in the hearts of his wife, family, and 
those of us who loved and respected him. 

To his wife Margaret, daughters Margaret and Rosemary, son Kevin, grand- 
children and all family members, I wish to convey to you the heartfelt sympathy 
and understanding of all here gathered—and, indeed, of the dozens of colleagues 
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and friends of Ray who-have expressed that wish this week from all around the 
world. In the words of St Paul to those who mourn, ‘May the God of all comfort 
give you His peace which passeth all understanding’. 

Ray, we thank you and we thank God for you. 


ABACUS, Vol. 36, No. 1, 2000 


STEPHEN A. ZEFF 


John B. Canning: A View of 
His Academic Career 


Although his major published work on accounting spanned only four 
years, from 1929 to 1933, of his career as an economist, John B. Canning 
was author of a major treatise on accounting theory, The Economics of 
Accountancy. Yet little is known about his academic career, including 
when and why he became interested in accounting, and when and why his 
interest shifted to other subjects. The aim of this article is to endeavour to 
trace the impact of his book on later contributors to the accounting literat- 
ure and to review his academic career, especially in relation to his work in 
accounting, drawing on interviews with former colleagues and students. 


Key words: Accounting education; Accounting theory; History of thought. 


John Bennet Canning’ was a son of the U.S. Middle West, grew up in Michigan 
and Oklahoma, took bachelor’s and doctor’s degrees at the University of Chicago, 
was on the Stanford University economics faculty for twenty-seven years, and served 
as an economics expert to the U.S. government on food and agricultural problems. 
Professional and social problems intrigued Canning. In the 1920s, he assiduously 
developed an elaborate accounting curriculum within the Stanford economics 
department with a view toward upgrading the public accounting profession. To 
Canning, mathematics, law and economics formed the base of a proper accounting 
education. In the 1930s and 1940s, he turned his attention to problems at the macro 
level: the government’s fiscal policy, its programs of unemployment insurance, 
social security and health insurance, and eventually its agricultural policy. 
Canning was not a prolific writer. He wrote one book and a dozen journal 
articles, of which five pertained to accounting.” His magnum opus, The Economics 
of Accountancy: A Critical Analysis of Accounting Theory (1929b), was primarily 


1 Canning’s middle name was correctly spelled with one ‘t’, although a few authors have written it as 


Bennett (e.g., Smith, 1974). 


? A complete list of Canning’s published work is appended to this article. 
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intended to provide accountants with an understanding of economics that is relev- ` 
ant, indeed essential, to the theory and practice of accounting. Canning’s book is 
regarded by many as one of the major works on accounting theory, and it was 
republished by Arno Press in 1978. 

Most of the particulars contained herein have not previously been reported in 
the literature.? This research project began in 1964, when the author conducted 
interviews with Canning’s widow and former colleagues in the Stanford University 
economics department, and corresponded with former students. In recent years, 
the author conducted further interviews and inquiries, and William R. Smith, who 
had communicated with some of Canning’s former colleagues and students in the 
early 1970s, generously provided the author with his file of correspondence. 

This article proposes to address the following questions: What was Canning’s 
background and why did he become interested in accounting? What was his impact 
on the accounting literature, and how was he regarded by his students? Why did he 
largely withdraw from the accounting literature in the 1930s? 

The article will begin by examining the impact of The Economics of Account- 
ancy on subsequent theorists and other writers, and will proceed to review Can- 
ning’s childhood and his undergraduate and graduate years at the University of 
Chicago, his single-handed effort to develop a fully-fledged accounting curriculum 
in the economics department at Stanford University (which was dismembered as 
soon as he retired), his manner as a teacher, the preparation and completion of his 
doctoral dissertation in mid-career, and the implications of his expanding interests 
in the 1930s and 1940s. 


OVERVIEW OF CANNING’S IMPACT 


Canning’s impact on accounting thought is traceable almost entirely to The Eco- 
nomics of Accountancy rather than to his articles or to the work of his disciple, 
Edward G. Nelson.‘ In his book, Canning was, together with Paton (1922), the 
first to attempt development of a comprehensive accounting theory. Moreover, 
Canning was the first to develop and present a conceptual framework for asset valu- 
ation and measurement founded explicitly on future expectations. An emphasis on 
futurity has since come to be embraced by the American Institute of Certified 
Public Accountants’ Study Group on the Objectives of Financial Statements (Study 
Group, 1973) and by leading national standard setters. His emphasis on asset 
valuation, and thus on the balance sheet, has also become the dominant focus of 


2 Biographical data in a previous article on Canning (Gibson, 1993) are based on published materials. 
A brief profile of Canning (Smith, 1974) reflects the latter’s correspondence with some of Canning’s 
former colleagues and students. i 


For three related examples of Nelson’s influence, however, see Moonitz and Staehling (1950, p. 212), 
Storey (1960) and Sprouse and Moonitz (1962, p. 15). For more about Nelson, see note 26, infra. 


See, e.g., SFAC 1 of the Financial Accounting Standards Board (1978); Statement of Accounting 
Concepts (SAC) 2 of the Public Sector Aczounting Standards Board and the Accounting Standards 
Review Board (1990), in Australia; and the U.K. Accounting Standards Board’s revised exposure 
draft, Statement of Principles for Financial Reporting (1999). 
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the same, leading standard setters, as well as of a number of important modern 
theorists, including R. J. Chambers (1966), W. T. Baxter (1971) and David Solomons 
(1995). At the very least, one can say that Canning was ahead of his time. 

One-third of Canning’s book consists of a critical analysis of accounting practice. 
As an outsider looking in, he was an insightful observer of the product of account- 
ants, and he tried to make sense of what they did. (See also Canning, 1929a.) He 
was frustrated by their confusing terminology (1929b, pp. 92-4), their misguided 
use of ‘conservatism’ (pp. 194-5) and their ‘astonishing lack of discussion of the 
nature of income’ (p. 93). He ruefully concluded that ‘what is set out as a measure 
of net income can never be supposed to be a fact in any sense at all except that it 
is the figure that results when the accountant has finished applying the procedure 
which he adopts’ (pp. 98-9). He added that ‘accountants have no complete philo- 
sophical system of thought about income; nor is there evidence that they have ever 
greatly felt the need for one’ (p. 160).° 

Yet Canning admired much of what accountants had achieved and was fully 
aware of the difficulty and importance of the task facing them (e.g., chaps VII, 
XII and XV). George O. May, a leading American accounting practitioner who 
was critical of Canning’s characterization of accounting as essentially a process of 
valuation, nonetheless conceded that ‘Professor Canning displays a sympathy with 
accountants and a knowledge and an appreciation of their work that is not common 
in other than purely professional writers’ (Hunt, 1936, Vol. 2, p. 406; also p. 309). 

Canning was the first to point out that the accountant’s implied definition of 
assets omits ‘those services arising from contracts the two sides of which are pro- 
portionately unperformed’ (p. 22), an observation that has been cited by a number 
of authors, especially when the capitalization of long-term, non-cancelable leases 
began to be an important accounting issue in the 1960s.’ 

On the most ephemeral of balance-sheet items, goodwill, Canning wrote: 


Goodwill, when it appears in the balance sheet at all, is but a master valuation account— 
a catch-all into which is thrown both an unenumerated series of items that have the eco- 
nomic, though not necessarily the legal, properties of assets, and an undistributed list of 
undervaluations of those items listed as assets. It is the valuation account par excellence. 


(pp. 42-3) 


Goodwill, he said, ‘cannot under any circumstances be called an “asset”’. Instead, 
it properly belongs to the class of ‘valuation accounts that are set out as adjuncts’ 
to true asset accounts (p. 43). Canning’s characterization of goodwill as ‘a master 
valuation account’ has also been frequently cited in the literature.* 


é Both of these passages have been cited by later writers: for the first, see, e.g., Norris (1946, pp. 3, 
115), Chambers (1955, p. 17; 1979, p. 767) and Solomons and Zeff (1996, p. xiii), which was drafted 
by Solomons; for the second, see, e.g., Vatter (1947, p. 76), Bedford (1965, pp. 71-2), Ball and Brown 
(1968, p. 160), Henderson and Peirson (1983, pp. 93-4) and Devine (1985, Vol. II, pp. 57, 135). 


7 See, e.g., Myers (1962, p. 5), Wojdak (1969, p. 563), Most (1977, p. 217) and Miller and Islam (1988, 
p. 17). 


8 See, e.g., Morrison (1956, chap. 19, p. 2), Hendriksen (1965, p. 348), Gynther (1969, p. 249), Most 
(1977, p. 241), Devine (1985, Vol. II, p. 92) and Miller and Islam (1988, p. 91). 
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Two-thirds of Canning’s book is an argument for an improved measurement 
system for accounting, predicated on Irving Fisher’s classic treatise, The Nature of 
Capital and Income (1906).° Chambers (1979) and Whittington (1980) have ably 
analysed and.assessed Canning’s theory, and no attempt will be made here to 
duplicate what they have done. According to Whittington, Canning’s ‘fundamental 
contribution to accounting thought’ was his emphasis on the forward-looking valu- 
ation of assets (1980, p..238). In today’s jargon, he treated two aspects: definition 
and measurement. In regard to definition, he wrote: ‘An asset is any future service 
in money or any future service convertible into money (except those services aris- 
ing from contracts the two sides of which are proportionately unperformed) the 
beneficial interest in which is legally or equitably secured to some person or set of 
persons’ (1929b, p. 22). 

Measurement occupied much of Canning’s attention (see Chambers, 1979). As 
an ideal, he favoured the ‘direct valuation’ of assets, that is, the discounted present 
value of what Fisher called ‘realized [money] income’. He believed that this ideal 
could be applied to such assets as cash, receivables and finished goods inventory, 
for which ‘a realized money income exists and is statistically determinable’ (1929b, 
p. 207). In this respect, he departed from the emphasis placed on contemporary 
replacement costs or market values by Paton (1918, 1922) and Schmidt (1921) and 
soon to be advocated by Sweeney (1932) and MacNeal (1939). 

With respect to other assets, Canning recommended ‘indirect valuation’: ‘(1) the 
present worth of future outlays necessary to obtain like services in like amounts by 
the best available alternative means, less (2) the present worth of future outlays 
necessary to obtain the agent’s future service in the most economical manner’ 
(p. 188). Whittington wrote that Canning’s ‘main contribution to valuation is the 
advocacy of the “opportunity difference” principle for indirect valuation, i.e. valu- 
ing the asset in terms of the minimum cost of replacing its services, on the assump- 
tion that the services are essential to business operations and that it is economically 
worthwhile to continue operating” (1980, p. 238). 

These two important contributions, the explicit emphasis on futurity and the use 
of opportunity differences as a proxy for direct valuation, arguably influenced 
subsequent theorists. In their important 1940 monograph, An Introduction to 
Corporation Accounting Standards, Paton and Littleton also emphasized futurity. 
They argued that ‘ “Service” is the significant element behind the accounts, that is, 
service-potentialities, which, when exchanged, bring still other service-potentialities 
into the enterprise’ (p. 13). While Paton and Littleton did not cite previous 
authorities, Paton (as will be shown below) knew and admired Canning’s book. 
But no more than a weak case can be made for actual influence. 

Next in the chronological line were William J. Vatter, the originator of the ‘fund 
theory of accounting’ (1947), and George J. Staubus, a Vatter disciple. After citing 
Canning’s ‘future service’ definition of an asset (Canning, 1929b, p. 22; quoted 
above) and Paton and Littleton’s reference to ‘service potentialities’ (Paton and 
Littleton, 1940, p. 13), Staubus noted that ‘It was William J. Vatter, however, who 


? Chambers (1971) has written a retrospective review of Fisher’s book. 
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set the pattern for modern definitions (1947, p. 17): “Assets are service potentials, 
not physical things, legal rights, or money claims”. Service potential is now com- 
monly accepted as the central characteristic of assets’ (Staubus, 1977, p. 123). In 
his influential doctoral thesis, completed in 1947, Vatter was much aware of Can- 
ning, and he evidently transmitted this appreciation to his own doctoral students. 
Two of his disciples, George H. Sorter and Charles T. Horngren (1962, p. 394, 
n. 9), quoted Canning’s proposal for indirect valuation with favour. Another Vatter 
disciple, David Green, Jr. (1960), quoted Canning’s definition of an asset and drew 
heavily on his indirect valuation when fashioning his own notion of ‘cost obvi- 
ation’. Staubus, an advocate of futurity, wrote in the published version of his doc- 
toral dissertation, which was the first major articulation of the ‘decision-usefulness 
theory of accounting’, that ‘this essay would never have been started if Paton, 
Canning, and Vatter (in chronological order) had not made their stimulating con- 
tributions to accounting theory’ (1961, p. ix). Subsequently, Staubus drafted the 
policy recommendations in the first Australian study of objectives and concepts 
of financial statements (Kenley and Staubus, 1972) and served as the Financial 
Accounting Standards Board’s director of research and technical activities in 1976- 
8, during the early development of the board’s conceptual framework (see Gore, 
1992, p. 112).4 

For his part, Sorter served as an influential member of the American Account- 
ing Association’s committee” that prepared the path-breaking monograph, A 
Statement of Basic Accounting Theory (known as ASOBAT: AAA, 1966) and 
as research director of the AICPA’s Study Group on the Objectives of Financial 
Statements. He played a major role in drafting the Study Group’s report, Object- 
ives of Financial Statements (1973), known as the Trueblood Report, which advoc- 
ated the forward-looking orientation of financial statements, with a strong emphasis 
on estimating future cash flows.’ The Trueblood Report, in turn, became the 
template for the FASB’s SFAC 1, Objectives of Financial Reporting by Business 
Enterprises (1978). All three of these statements embodied the decision-usefulness 
approach. Sorter, who had earlier reviewed Staubus (1961), and characterized it as 
‘a stimulating work which presents a new approach to the purpose and structure of 
accounting theory’ (1963, p. 223), played a role in advancing the cause of decision- 
usefulness in both ASOBAT and the Trueblood Report. 

R. J. Chambers, whom Barton has described as ‘one of the few giants of contem- 
porary accounting thought’ (1982, p. 128), has written that Canning’s Economics of 
10 Horngren‘has written that Vatter’s ‘adoption of “service potential” as the key characteristic of an 
asset has been particularly influential’ in the financial accounting literature (Horngren, 1991, p. 234). 


A more extensive treatment of Staubus’ role in the evolution of the decision-usefulness theory 
literature may be found in his forthcoming book, Development of the Decision-Usefulness Theory of 
Accounting. For a further treatment of the evolution of the decision-usefulness approach, see AAA 
(1977, pp. 10-21). 


Telephone interview with Charles T. Zlatkovich, chairman of the committee, 3 April 1999. 


3 Telephone interview with Oscar S. Gellein, 19 March 1999. Gellein was a member of the Study 
Group. 
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Accountancy was an early influence in bis own thinking (Chambers, 1979, pp. 764- 
5), and Whittington has observed that ‘in some respects [Chambers is] an intellec- 
tual successor to Canning’ (1980, p. 238). Chambers’ influence in Australia and 
overseas has been immense. In Australia, his exit price system was one of the 
alternative valuation approaches considered in the mid-1970s by the Australian 
Accounting Research Foundation (1975), and in 1978 Chambers chaired the 
Accounting Standards Review Committee which rendered a report on company 
accounting standards to the New South Wales government. Chambers’ continuously 
contemporary accounting (CoCoA, as his system came to be known) was one of 
the three accounting methods studied in New Zealand’s government- and private- 
sector-sponsored Inflation Accounting Research Project in the 1970s and was 
expressly considered in two government-sponsored inquiries: New Zealand’s 
-Richardson Report (Report of the Committee of Inquiry into Inflation Accounting, 
1976) and the United Kingdom’s Sandilands Report (Inflation Accounting Com- 
mittee, 1975), as well as in the discussion paper, Current Value Accounting, pub- 
lished in 1976 by the Accounting Research Committee of the Canadian Institute of 
Chartered Accountants. 

Maurice Moonitz and Robert T. Sprouse, two major figures in the U.S. literature 
and in US. standard setting, have also been touched by Canning. Through Charles 
C. Staehling, Canning had a considerable influence on Moonitz, Staehling’s younger 
colleague at Berkeley (Moonitz, 1984, pp. 2-3). This appreciation of Canning was 
shortly transmitted to Sprouse. In 1955, Sprouse joined the Berkeley faculty where, 
he later wrote, Moonitz ‘was in fact my mentor’ (1994, p. 156). For a textbook in 
his intermediate accounting classes, Sprouse used Moonitz and Staehling (1950), 
with its ‘valuation experiment’ derived explicitly from Canning’s direct valuation 
model. Intrigued by this section of the book, he proceeded to study and become 
impressed with Canning’s argument.’ Canning’s influence is well exemplified in 
Sprouse (1966, pp. 111-12). Of course, Moonitz-and Sprouse have had an impact 
on others. In particular, Moonitz was the AICPA’s director of accounting research 
in 1960-3 and served as a member of the Accounting Principles Board (APB) 
from 1963 to 1966, Moonitz and Sprouse wrote the monographs on accounting 
postulates and principles which the APB commissioned in 1960 (Moonitz, 1961; 
Sprouse and Moonitz, 1962), and Sprouse served on the FASB from 1973 to 1985 
and played a major role in the development of the board’s entire conceptual frame- 
work (see Gore, 1992, p. 113). 

Oscar S. Gellein, a former accounting academic and research partner of Haskins 
& Sells (today part of Deloitte & Touche), has written of his high regard for 
Canning’s book: ‘Canning proceeded with great skill, and with considerable foresight 
of a growing need, to deduce the fundamentals underlying the accounting practices 


In Chambers’ monumental An Accounting Thesaurus: 500 Years of Accounting (1995), no work is 
quoted more times than Canning’s Economics of Accountancy. 


Interview with Maurice Moonitz, 19 April 1995. For evidence of this impact, see Moonitz and 
Staehling (1950, chaps 2 and 5-7} and Sprouse and Moonitz (1962, p. 15). 


Telephone interview with Sprouse, 1 October 1997. 
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of his day’ (1981, p. 2-27). Gellein also had occasion to become familiar with 
Staubus’ work on decision-usefulness accounting, for he served as discussant on 
Staubus’ paper on “The Relevance of Evidence of Cash Flows’ at a research con- 
ference held in 1970 (Staubus, 1971). Gellein was an influential member of the 
Trueblood Study Group and served as well as on the FASB from 1975 to 1978, 
where he played an important role in shaping the board’s conceptual framework 
(see Gore,:1992, .p. 113). 

In its treatment of ‘opportunity differences’, Canning’s Economics of Account- 
ancy influenced James C. Bonbright and F. K. Wright directly and others (e.g., 
W. T. Baxter and David Solomons) indirectly in the formulation of ‘value to the 
owner’, or ‘deprival value’, which has become one of the leading concepts under- 
pinning the current valuation of assets (Whittington, 1980, pp. 237-39; Whittington, 
1994, pp. 254, 259; Bonbright, 1937, esp. p. 227n.; Henderson and Peirson, 1983, 
p. 133; Wright, 1964, p. 82n.).'’ Solomons and Baxter have been the ‘two main 
supporters’ of deprival value (Ashton, 1987, p. 1). 

Yet Carl T. Devine, one of the foremost accounting scholars, was moved to 
write: ‘It still amazes me that Canning’s major contribution to the accounting 
profession continues to be under-estimated generation after generation’ (1985, 
Vol. V, p. 88n.). He said that Canning’s ‘rule for handling indirect valuations is 
certainly one of the best available’ (1985, Vol. V, p. 88). 

Canning’s book was not mentioned by a number of important subsequent 
authors who have fashioned accounting theories or conceptual frameworks. He 
was not cited by Sweeney (1936), MacNeal (1939) or Alexander (1950), another 
economist who propounded a future-oriented valuation framework, nor by Edwards 
and Bell (1961). Solomons, who was actively involved in developing the statement 
on qualitative characteristics for the FASB’s conceptual framework as well as with 
the evolving conceptual framework in the U.K., was much more impressed by 
Alexander than Canning (see, e.g., Solomons 1961).'* Reed K. Storey, who had 
much to do with the research studies of the APB as well as with the FASB’s 
conceptual framework (see Gore, 1992, p. 113), did not mention Canning in his 
two most important works on the subject (Storey, 1964; Storey and Storey, 1998). 
Yet, in his doctoral dissertation completed in 1958 (published in 1978), Storey, a 
Moonitz disciple, drew on Canning (1929b), Canning’s disciple Nelson (1942), and 
Moonitz and Staehling (1950). 

While virtually all citations to Canning’s book have been non-negative, several 
major authors have taken issue with his analysis. In particular, Ball and Brown 


17 In the 1930s, Canning’s and Bonbright’s books influenced Ronald S. Edwards, at the London School 
of Economics, who transmitted this influence in the 1940s to David Solomons, who was then a 
junior faculty member at LSE. Also in the 1930s, Bonbright’s book influenced W. T. Baxter, who 
later coined the term ‘deprival value’. (Letter to the author from Baxter, dated 23 October 1997.) 
See Baxter, 1967, pp. 212-13; 1971, chap. 4; and 1978, pp. 15-16 of the Prefacz. Also see the 
biographical essays on Baxter, Edwards and Solomons, as well as the editors’ introductory notes, 
in Parker and Zeff (1996). 


18 Confirmed in conversations with Solomons. 


1? See Preinreich (1937), Bedford (1965, pp. 71-72), Ijiri (1967, p. 64n) and Chambers (1979). 
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(1968) reacted to Canning’s conclusion that accounting income is meaningless, a 
mere consequence of an illogical set of procedures used in its calculation. Their 
well-known empirical work was designed to demonstrate that one important cat- 
egory of users—shareholders—do not find accounting income to be meaningless at 
all. Ball aid Brown rejected the argument by Canning and others that the only 
meaningful accounting information could be current market values. They found 
that accounting income (and thus change in book value of equity) is correlated 
with change in the current market value of equity, as observed in the share market. 
Hence, they concluded, accounting income already impounds information about 
economic income. . 

Canning’s influence cannot be detected in most of the tradition-encrusted text- 
book literature in accounting or in accounting practice, especially in the U.S.A.” 
where the Securities and Exchange Commission (SEC) declared its unwavering 
support of historical cost accounting in the 1930s, a policy it did not seriously 
reconsider until the inflationary decade of the 1970s (see Walker, 1992). In the 
U.S.A., textbooks march to the tune of the Uniform Certified Public Account- 
ants Examination, and the examination in turn is attuned to ‘generally accepted 
accounting principles’ as enforced by the SEC. Canning was, however, amply noticed 
by other reformers, by students of accounting theory and also by the early leaders 
of agency theory research (Watts and Zimmerman, 1979, p. 298). His book has 
been discussed, sometimes at length, in most treatises on accounting theory, and it 
was included amongst the thirteen most important writings in the classical genre of 
theory development by an American Accounting Association committee that com- 
prehensively reviewed the literature in the mid-1970s (1977, Chap. 2). 


Views on Canning’s Contribution 

Chambers (1979) was impressed by Canning’s criticisms of accounting theory and 
practice and by the rigour he brought to his analysis. Whittington (1980, p. 237) 
said that Canning’s book ‘represented an important step forward in accounting 
thought and can still be read with benefit by those concerned with current develop- 
ments in the subject’. Moonitz and Littleton (1965, p. 84) have written that Can- 
ning ‘was primarily a statistician and economist who found accounting of interest 
because of the wealth of data it provides for analysis and evaluation. He is one of 
the first to observe that what accountants do is better than what they say about 
what they do—their actions are better than their explanations.” Schumpeter re- 
garded Canning’s Economics of Accountancy as an ‘important . . . response’ to Irving 
Fisher’s ‘first step toward co-ordinating the economist’s and the accountant’s work’ 
(1954, p. 945). Fisher himself wrote that ‘It would not seem an exaggeration to say 


™ Indeed, Sterling (1970, p. 254) placed Canning in a ‘fringe group’ of theorists for ‘their lack of 
impact on the practice of accounting and the textbook literature’. 


That Canning viewed accounting through the eyes of an economic statistician is often overlooked. 
Vatter (1961, pp. 589-90) has written, ‘Canning’s attempt to explain and systematize the philo- 
sophical basis of accounting in an economic world stressed the nature of accounting measurements 
as essentially statistical, even as related to valuation and the measurement of income’. Also see 
Mattessich (1964, pp. 248, 250). 


11 


ABACUS 


that [Canning’s book] marks an epoch in the two branches of knowledge to which } 
it relates—economics and accountancy—and none the less because it is a border- ; 
line study rather than strictly within the domain of either branch’ (1930b, p. 603): ~- 
Preinreich wrote that Canning ‘has done valuable work in defining direct and . 
indirect valuation’, but added that ‘his thoughts are not always carried to their ~ 
logical conclusion’ (1937, p. 211). : 

Tweedie and Whittington viewed The Economics of Accountancy as ‘a thorough 
critique of contemporary accounting practice [that] offered alternatives which were 
designed to bring the accountant’s practices more in line with the economist’s 
forward-looking methods of valuation’ (1984, p. 25). Wheeler, in his essay, ‘Eco- 
nomics and Accounting’, regarded Canning’s book as the ‘outstanding attempt’ to 
bridge the two fields (1955, p. 45). 

This review provides considerable evidence that a number of the important 
theoretical developments during the latter half of the century owe much to Can- 
ning’s direct and indirect influence. An impact on accounting practice, however, is 
much less discernible. 


CANNING’S EARLY YEARS 
. Canning was born in Huron County, Michigan, near the border with Canada, on 
25 November 1884, the first son of John and Cora Julia (Ford) Canning. His father, 
a Canadian, had come to the U.S.A. in 1881 and was a farmer.” In 1901, the Canning 
family moved to Oklahoma where, as the eldest of six children, John was expected 
to help his father on the family dairy farm, although it has been reported that he 
hated farming. At age eighteen, he took active charge of the farm. He received 
some academic instruction at home, but it was not until age twenty-one that he 
enrolled in Oklahoma City High School. During his spare time and summers, he 
continued to work on the family farm. He later reported that, in his six years’ 
management, he increased the value of the farm threefold. The school offered 
a rigorous curriculum, which included four years of Latin. In his senior year, 
Canning was editor-in-chief of The Student, the monthly, student-run publication, 
and he played left tackle and fullback on the school’s football team. He received 
his graduation diploma in May 1909.” 


AT THE UNIVERSITY OF CHICAGO 


In the fall of 1909, at the age of twenty-four, Canning matriculated at the Univer- 
sity of Chicago. As he had developed a strong interest in football, the presence at 


2 Details about Canning’s early life have been culled from a biographical entry (‘Canning, John 
Bennet’, 1968), from interviews with Dorothy P. (Mrs John B.) Canning, 5 December 1964, and 
with Thomas N. Canning (John B. Canning’s youngest son), 16 October 1994, and from articles in 
The Daily Palo Alto, predecessor of The Stanford Daily (‘John Bennett [sic] Canning Has Varied 
Interests’, 1921; and ‘Professor Canning Managed Family Dairy In Oklahoma Before Entering High 
School’, 1923). 


2 ‘Seventy Enter Higher School’ (1909). 
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Chicago of Amos Alonzo Stagg, the most famous football coach in’ the country,’ 
may have drawn him there..At Chicago, he majored in political economy and took - 
considerable work in French and German.” His further studies embraced math: 
ematics, English language and literature, political science, sociology, anthropology; ` 
physiology and geography. He apparently considered studying law, but changed - 
his mind.” He was supported financially by scholarships throughout his four under- 

graduate years, during which he played fullback on the freshman football team in 

1909 and was a right guard on Stagg’s varsity football teams of 1911 and 1912. In - 
the spring of his senior year, Canning went out for the track and field team, also 
coached by Stagg, and succeeded in making the squad in the hammer throw. © ` 

During the spring quarter of his sophomore year, Canning took a course in 
accounting from Nathan C. Plimpton, who was then the university’s chief account- 
ant (and eventually became its comptroller). Edward G. Nelson, who studied under 
Canning in the late 1920s and became his close colleague and friend, recalls that 
Canning said it was Plimpton who got him to see that ‘accounting was more than 
just bookkeeping’. But there was also a practical reason for Canning’s interest in 
accounting: he needed to earn his expenses, and Plimpton found him a job in which 
he was to help settle a large estate whose financial affairs were in disarray. That 
experience may have heightened his interest in accounting and valuation issues. 

Two of Canning’s best grades were in a pair of courses on distribution of wealth, 
taught by A. C. Whitaker, a visiting professor from Stanford University. Whitaker 
was impressed with Canning’s intellect, and he was later to recommend that he be 
brought to Stanford.” 

Following receipt in June 1913 of his Bachelor of Philosophy degree in arts and 
literature, with honours in political economy, Canning was awarded a scholarship 
for graduate study, and he entered Chicago’s doctoral program in political economy. 
During the next four years, he took graduate courses in ‘special research in insurance 
(both law and economics), accounting, statistics, industrial management, money and 
banking, value, distribution, history of economic thought, population, corporation 
finance, investments, and with some work in cognate fields such as commercial law, 
political science, sociology and mathematics’.* Of his four courses in accounting, 


% Information on Canning’s academic work was obtained from the Registrar, The University of 


Chicago, and was reported in a letter from Canning to Jacob Viner, dated 20 October 1928. 


3 Canning’s forensic ability was recognized by his peers. In The Cap and Gown ior 1913, the student 
yearbook, it was said of Canning: ‘If you want some one to do your arguing for you, you could not 
gét a more efficient artist’ (p. 437). 


% Interview with Edward G. Nelson, 8 June 1965. Nelson (1904-72) completed his doctorate under 
Canning in 1932 and served on the Stanford economics faculty from 1929 to 1932 (as assistant 
in instruction) and from 1932 to 1941 (as assistant professor), mainly teaching the introductory 
accounting courses. From 1945 onward, he was at the University of Kansas. Nelson was Canning’s 
best-known disciple (see, e.g., Nelson’s articles published in 1935 and 1942), and the two men and 
their wives remained friends until Canning’s death. 


7 Interviews with A. C. Whitaker (1877-1965), 12 January 1965, and with Dorothy P. (Mrs John B.) 
Canning, 5 December 1964. 


2 Letter from Canning to Jacob Viner, dated 20 October 1928. 
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one was given by a visiting faculty member from the University of Illinois, John 
Christie Duncan; two courses, in intermediate and advanced accounting,” were 
from Jay Dunne (AB, University of Michigan); and the fourth was an accounting 
principles course taught by George E. Frazer, a practitioner. The courses taken 
from Duncan and Frazer were as a visiting student, without a grade. 

Among Canning’s political economy instructors were Robert F. Hoxie in eco- 
nomic history, J. Laurence Laughlin (the department’s founder and head professor) 
in money and distribution of wealth, Chester W. Wright in trusts and corporation 
finance, and Lewis H. Haney in the theory of value. John Maurice Clark joined the 
Chicago faculty from Amherst College in 1915, Jacob Viner came as an instructor 
in 1916, and Frank H. Knight was an instructor at Chicago in 1916-17, and Canning 
came to know all three. By the time of Laughlin’s retirement in 1916, ‘Chicago had 
become widely recognized as one of the nation’s leading centers of academic eco- 
nomics’ (Coats, 1963, p. 491). 

On 23 December 1915, Canning married Dorothy Helen Plumb (1894-1979), 
a University of Chicago classmate, in a wedding held in Oklahoma City. They 
had three sons: John Howard (1917-83), James Gilmore (1920-44), and Thomas 
Norman (1921- ). 

During his four years of graduate study, Canning was an assistant in the depart- 
ment in 1914-15 and was an instructor in the College of Commerce and Adminis- 
tration” in 1915-17, teaching courses in elementary economics, statistics, insurance, 
and corporation finance. (Canning’s interest in sports did not disappear: during his 
first two graduate years 1913-14 and 1914—15, he was the assistant football coach 
under Stagg.) In 1917, evidently with some coursework yet to be taken, let alone 
the writing of a doctoral dissertation, he accepted Stanford’s offer to become assist- 
ant professor of economics. Before he could take up the appointment, however, 
war intervened. He served in the U.S. Army for two years, becoming a major and 
spending several months in France. Following his discharge in September 1919, at 
age thirty-four, he joined the Stanford economics faculty. 


FIRST DECADE AT STANFORD UNIVERSITY: 1919-29 


Involvement in Varsity Athletics 

Perhaps it was just as well that Canning’s arrival at Stanford was delayed until 
1919, for it was in that year that Stanford revived its varsity sport of American 
football after having abandoned it in 1906 (as had the University of California) for 
rugby football, which was regarded as the less dangerous of the two football games. 
From 1919 to 1921, Stanford employed only a few salaried coaches and experimented 


3 In U.S. universities during most of the century, the sequence of financial accounting courses in a 
curriculum has typically been labelled as elementary (introductory), intermediate and advanced, 
followed by ‘theory’. These terms were coined in the 1910s and are mere place-holders. Intermedi- 
ate and advanced accounting signify the second and third tiers, respectively, in a course of study. As 
will be shown below, Canning preferred a stricter meaning of ‘advanced’ in matters of curriculum 
and textbook titles. 


= In 1916, the college became a school. 
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with a different head coach in each year, and Canning, the one-time right guard 
and assistant coach under the revered Amos Alonzo Stagg, gladly filled in as the 
varsity line coach during the three seasons. On 2 November 1921, he gave a talk on 
‘Straight Football, Line Plays’ as part of a university lecture series on ‘The Technique 
of American Football’, which was reported in the student newspaper to have been 
‘[t]he best lecture Professor Canning has ever given’.*! It was said, however, that 
Murray Shipley Wildman (1868-1930), the chairman of the economics department, 
did not look favourably on Canning’s use of his afternoons on the football field, 
which may have hurt his case for promotion.” For many years, Canning also served 
as an Official at Stanford track meets, as a timer for the races and as a judge for the 
high jump.” 


Development of an Accounting Curriculum 
In the Stanford economics department of that day, a faculty member had great 
freedom to choose the courses he wished to offer.” In 1919-20, the department had 
only seven faculty members: Wildman (money and banking), Walter Greenwood 
Beach (sociology and labour economics), and A. C. Whitaker (corporation finance 
and foreign exchange), the full professors; Eliot Jones (railway and water transporta- 
tion), the associate professor; Canning, the assistant professor; and two instructors. 
The departmental offerings were heavily focused on applied issues. Indeed, beginning 
in the Register for 1920-21, it was stated that, “The courses offered in this depart- 
ment are not confined to the subject of Economics as properly defined, but include 
a number of topics often given in departments of sociology and schools of com- 
merce’ (p. 138). It was not until 1925 that Stanford launched its Graduate School of 
Business. The economics department was chiefly concerned with undergraduates. 
In his first year in the department, Canning offered quarter-length courses in 
Elementary Accounting, Introduction to Statistics, Insurance, Intermediate Account- 
ing, Business Administration, and Advanced Accounting.” The course description 
for Intermediate Accounting was as follows: 


31 “Coach Canning Gives Analysis of Play on Line’ (1921). Also see ‘Canning to Give Football 
Lecture’ (1921). 


Interview with Eliot Jones (1887-1971), 12 January 1965. Having once been a poor farm boy, 
Canning favoured athletics much more than most other faculty members. 


Canning judged the propriety of each jumper’s technique and measured the precise height of the 
bar. He did not rely on a tape measure, but, as if he were an engineer, he verified the angles as well. 
Interviews with Edward G. Nelson, 8 June 1965, and with Burrel Leonard, 20 April 1995, and a 
letter from Thomas N. Canning to the author, dated 8 December 1994. (Leonard was a student of 
Canning’s and was tapped by him to teach accounting systems and taxation in the Stanford eco- 
nomics department.) Maurice Moonitz recalls seeing Canning, probably in the 1930s, ‘as an official 
at a California~Stanford track meet. He took his task very seriously, and kept the boys in line at the 
starting blocks.’ Letter from Moonitz to William R. Smith, dated 2 April 1971. 


* Interview with A. C. Whitaker, 12 January 1965. 


* Unlike other accounting teachers, Canning used the term ‘advanced’ to describe the character of 
what was to be covered in a course. In a later review of a book entitled Advanced Accounting, he 
complained that ‘None of the book is advanced in the sense of showing avenues to the professional 
literature or of opening vistas to the future advancement of knowledge’ (1942, p. 312). 
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The principles of accounting common to all systems of accounts in acquisitive enterprise, 

developed by discussion of the information needed by the various interested persons, e.g., 

the stockholder, the director, the manager, the creditor, etc. Problems illustrative of theory 

of accountancy and problems of interpreting financial statements constitute a major por- 
_tion of the work. (Register for 1919-20, p. 137) 


From the beginning, as was evident from the description for his Advanced Account- 
ing course, Canning was interested in two kinds of students: ‘(1) those who intend 
to become professional accountants; [and] (2) those who have chosen a future 
occupation and desire a knowledge of its accounting problems’ (Register for 1919- 
20, p. 138). He saw one of his missions as being the attraction of qualified candid- 
ates to the public accounting profession, and from 1921 to 1929 he served as an 
examiner for the California State Board of Accountancy. 

In the intersessions (i.e., the short term between the spring semester and summer 
session) of 1920 and 1921, Canning had taught at the University of California at 
Berkeley, where he came to know Henry Rand Hatfield (the professor of account- 
ing) and, through Hatfield, probably also John F. Forbes, a prominent San Francisco 
practitioner who had been giving courses in auditing and cost accounting at Berkeley 
since 1913. Forbes was a progressive and activist member of the State Board of 
Accountancy: he was a member of the State Board from 1909 to 1951, and he was 
its president from 1914 to 1945.” Hatfield and Forbes had appointed themselves as 
‘an unofficial committee of two’ to do something about the low standard of the 
accounting profession in California (Forbes, 1944, p. 135; Moonitz, 1986, p. 13). It 
seems likely that they had much to do with inspiring Canning to become an examiner 
for the State Board and develop a program of accounting courses at Stanford to 
elevate the quality of entrants into the profession, as Hatfield was doing at Berkeley. 

Steadily, Canning built a complete accounting curriculum within the economics 
department, with courses introduced in the following years: 


1921-2 Accountancy of Industrial Management (dropped after one year) 
Interpretation of Accounting Reports (‘A discussion of the balance sheet 
and of the income and expense statement from the points of view of the 
commercial creditor (chiefly the banker) and of the bondholder’, Register 
for 1921-22, p. 145) 

Seminar in Accountancy 
Introduction to Auditing 


% Canning’s standards proved to be too idiosyncratic for the state board. The board was under 
pressure to pass more men, and it was felt that California should grade its own papers, and not rely 
solely on the grading system supplied by the American Institute of Accountants (AIA). Thus, 
Canning graded the candidates’ papers on behalf of the board. But Canning’s views on what were 
correct answers were not shared by several leading practitioners. Umpires were required to arbi- 
trate the many differences between the solutions approved by the AIA and those acceptable to 
Canning. Two of the umpires, Scott Dunham and De Witt Alexander, who were San Francisco 
practitioners, tended to pass candidates who had been passed by the AIA and fail candidates whom 
Canning would have passed. In the event, Canning was fired. Interview with DeWitt Alexander, 
11 December 1964. $ 


7 Information supplied by the Board of Accountancy of the State of California. Also see Cashion 
(1984, p. 5). 
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1922-3 Federal Tax Procedure 

1923-4 Introduction to Cost Accounting (to become Cost Analysis in 1926-7) 

1924-5 Special Work in Accounting (dropped after one year) 

1925-6 Accounting Problems (‘Methods appropriate for recording and reporting 

_ divers [sic] classes of transaction to which anyone is likely to be a party but 

which constitute the principal business of few persons. Such transactions 
as those between corporation and underwriter, principal and broker, 
bankrupt and referee and trustee in bankruptcy, trustee and beneficiary, 
insurer and insured (following a loss), etc., will be discussed. Liberal use 
will be made of problems set in recent examinations for Certified Public 
Accountants’, Register for 1925-26, p. 189) 
Elementary Theory of Accounts (dropped after one year) 
Accounting Reports (an additional course under that title) 
Consolidated Reports 


In 1922-3, after Whitaker stopped offering the Valuation course, Canning took 
over its contents under the heading of Advanced Accounting, with the following 
- description: 


The valuation of fixed assets of private enterprises, and the distribution among accounting 
periods of costs and losses incurred in connection with investment in fixed assets. Special 
emphasis will be given to valuation for purposes of purchase and sale of a business, and 
purposes of corporate combination or reorganization. (Register for 1922-23, p. 164) 


‘Canning gradually spun off several of the lower level courses to assistants in 
instruction, but he retained Advanced Accounting, Accounting Reports, and the 
Seminar for himself.* 

In 1925, at the end of his sixth year at Stanford, Canning was promoted to associate 
professor, and in the following year he installed a Division of Accountancy in the 
economics department. It offered a four-year course of studies leading to the degree 
of Bachelor of Arts in Economics and Accountancy, which could be followed by 
a fifth year of studies culminating in the degree of Master of Arts in Economics 
and Accountancy. (Such a degree title, combining economics and accountancy, was 
probably without precedent in the U.S.A.) Canning’s program contemplated five 
years of university study for aspiring public accountants. ‘He felt that the profession 
wasn’t demanding enough of its members, and that no-one really could prepare 
himself adequately as a professional accountant in four years of college’. 
Canning noted that: 


% In 1926-7, Valuation reappeared, taught by Canning, and Advanced Accounting disappeared from 
the Register. Perhaps a matter of turf was at issue. It may be that Canning’s promotion in 1925 
strengthened his claim to the Valuation course. 


* Interview with Edward G. Nelson, 8 June 1965. Canninp’s belief that five years of university study 
should be expected of those who would become professional accountants anticipated by more than 
four decades the policy adopted in 1969 by Council of the American Institute of Certified Public 
Accountants that at least five years of university study should be the standard education require- 
ment for Certified Public Accountants. Since then, forty-five states, the District of Columbia, Guam 
and Puerto Rico have approved laws or regulations requiring 150 semester hours (i.e., five years) of 
study for future CPAs. 
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The present stage of university training for accountancy ... is still far from satisfactory. 
To judge by published curricula, relatively too much emphasis is given to routine account- 
ing procedure and too little to the substantive problems with which the student will have 
to deal as a principal when he is ten years out of school. Too little attention seems to be 
given also to training in those fundamental subjects that, in the academic world at least, 
are often supposed to lie quite outside the subject of accountancy. 

Professional curricula that include as required work enough mathematics to enable the 
student to read critically the best of modern statistical publications are seldom found. 
Very few appreciate the fact that the subject matter with which the accountant deals 
bristles with unsolved, and largely undiscerned, problems that require for their solution a 
better foundation in mathematics than any but few accountants possess. (1929b, p. 329) 


He also wrote that: ‘To judge both by the writings and by the procedure of 
accountants, one must conclude that a fuller knowledge of law would often lead to 
material betterments in their classifications and valuations, and would also cause 
them to be more cautious about unqualified certification’ (1929b, pp. 329-30). 
Some years later, Canning gave voice to his complaint of the rudimentary know- 
ledge of accounting possessed by practical people and even by accountants: 


Accountancy has been called the language of enterprise. If it is, most business men, . 
engineers, and economists are illiterate in that language. Some confess that accounting is 
a mystery to them; many others profess a knowledge of the subject but are none the less 
ignorant of it. Many others, including some accountants, know a great deal of accounting, 
in the way in which an assiduously trained parrot may know a great: deal of English, 
without knowing much about accounting. (1933b, p. 65) 


The program of studies in the Division of Accountancy refiected Canning’s view 
that the study of accounting should be structured on the three pillars of mathem- 
atics, law and economics“: 


Nature and Purpose—The Division of Accountancy is created to administer a profes- 
sional training course in Accountancy. The course attempts to organize the existing facili- 
ties of instruction in the University in such a way that the body of knowledge necessary to 
the competent practice of accounting can be most readily acquired. That body of know- 
ledge includes: (1) a sound foundation in general mathematics and statistical method; 
(2) a ready and full command of certain commercial branches of private law; and (3) a 
real understanding of the conduct of men in their business relations and of the public 
problems arising from economic behavior. To this substantive knowledge must be added 
modes of procedure adequate for the highly specialized statistical work that constitutes 
the principal work of the accountants’ calling. (Register for 1926-27, p. 346) 


The first and second years’ studies included Elements of Accounts (expanded 
from one to two quarters, with a concomitant dropping of Intermediate Accounting), 
Cost Analysis, Elementary Economics, Introduction to Political Science, and three 


Canning traced his early belief in the importance of studying economic theory to ‘an extemporan- 
eous address [by Professor David Friday] to a class in elementary accounting of which I was a 
member [in which] he said in effect that the professional public accountant can lay no more secure 
foundation for the theory and practice of his profession than by acquiring a thorough familiarity 
with general economic theory’ (1929a, p. 1). Friday (1876-1945), who was on the University of 
Michigan economics faculty, had been one of William A. Paton’s teachers. As will be seen below, in 
this same article (1929a) Canning seriously questioned his article of faith that traditional economic 
theory was useful to the professional accountant. 
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to four courses in mathematics and statistical method. In the third year, students 
would take courses in Public Finance, Taxation, Corporation Finance, Accountancy 
of Investment (a course that Whitaker had been teaching for some years and which, 
one supposes,, was modelled on Charles E. Sprague’s book of the same name), 
Valuation, Federal Tax Procedure, Money and Banking, and Foreign Exchange. 
When, in the spring quarter of 1927, Canning revived the Valuation course once 
taught by Whitaker, he gave it the following description: 


The valuation of operating assets, of the liabilities, and of the proprietary interests in 
private enterprises; the relating of anticipated outlay costs of operation to the problem 
of present valuation. Emphasis is given to the theories of depreciation, depletion, and 
obsolescence of assets, and to the valuation of goodwill. (Register for 1926-27, p. 343)" 


Fourth-year courses included Principles of Economics, Public Utilities, Auditing, 
Capital and Income, and either Business Law or Contracts and Agency. The course 
with the intriguing title, Capital and Income, was offered for the first time in the 
spring quarter of 1927 and was, of course, taught by Canning. The course descrip- 
tion was as follows: ‘A critical review of the economists’, the lawyers’, and the 
accountants’ views of the nature of capital and income. Based on Irving Fisher’s 
The Nature of Capital and Income’ (p. 344). 

In the master’s year, the students’ program would include (a) four courses in the 
law schooł curriculum (Bills and Notes, Bankruptcy, Private Corporations, and 
Municipal Corporations) and (b) any advanced accounting courses not already 
taken. Applicants for the degree were also expected to take an oral examination 
and submit a ‘creditable thesis’ (pp. 344-5). While it was reported that, in 1926, 
‘at least sixty [colleges and universities] accept accounting as a major towards a 
bachelor’s degree and thirty allow it as a major for a master’s degree’ (Allen, 1927, 
p. 163), Stanford’s broad interdisciplinary base was unique. 

Also in 1926-7, the two Accounting Reports courses were retitled and restruc- 
tured, one focusing on financial issues and the other on internal management, with 
the following descriptions: 


Financial Reports.—A discussion of the character of reports necessary to a proper con- 
trol of the finances of private enterprises; corporate issues; dividend policy; borrower- 
depositor relations with banks; trade credit policy; etc. The statistical analysis of financial 
statements will be the mode of procedure. 

Operating Reports.—A discussion of the character of reports essential to the proper 
management of a concern with respect to internal operations; particularly the problems of 
inventories, of manufacturing and of purchasing, of labor turnover, and of budgetary 
control. (Register for 1926-27, p. 345) 


By 1927-9, Canning was himself offering Cost Analysis, Valuation, Capital and 
Income, Accounting Problems, Financial Reports, and the Seminar in Accounting. 
One could easily appreciate how this ambitious teaching program would distract 
Canning from the timely completion of his doctoral thesis. (See below for a discus- 
sion of Canning’s thesis work.) 


‘| In 1931, the Valuation course was expanded to cover two quarters, and, beginning in 1933, Canning 
imposed a calculus prerequisite on students taking the course. 
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Jackson and Robbins become accounting instructors 

J. Hugh Jackson (1891-1962), who had joined the fledgling Graduate School ‘of 
Business in 1926 from the Harvard Business School,” offered a new course, Audit- 
ing and Accounting Procedure, in the spring quarter of 1927. Jackson, who held a 
Harvard MBA and was (unlike Canning) a CPA, was a protégé of George O. 
May’s and had spent several years at Price, Waterhouse & Co. in New York, giving 
instruction. to younger staff and conducting research. In 1923, he published a book 
entitled Audit Working Papers: Their Preparation and Content. He was an active 
member of the American Association of University Instructors in Accounting 
(AAUIA), predecessor of the American Accounting Association. From 1924 
to 1927 he was the association’s vice-president, and in 1928-9 he served as its 
president. 

Jackson, the practical man with an ambition to run organizations, and Canning, 
the rigorous theorist and a loner, were not easy colleagues.” As Canning saw it, 
Jackson was interested in the accounting process, while Canning was interested 
in.why accounting functions as it does.“ One departmental colleague said that 
Canning was ‘very much the intellectual, and Jackson wasn’t.“ Among other things, 
Canning and Jackson disagreed on the suitability of topics for accounting doctoral 
dissertations. 

Carl B. Robbins (1902-74), who had received his AB, AM and PhD degrees 
from Stanford, joined the department as an instructor in 1927 immediately after 
completing an MBA at the Harvard Business School, and he gradually began to 
help out with some of the accounting courses. Robbins had completed a master’s 
thesis under Canning’s direction on the problem of par value, which he expanded 
into a book on no-par stock (1927), which in turn was accepted as his PhD dis- 
sertation in 1928. He offered Federal Tax Procedure and Operating Reports, 
and in 1929 he gave a new course, Elements of Cost Accounting. Robbins, 
who remained on the economics faculty until 1933, having risen to the rank of 


Jackson’s initial appointment at Stanford was as a visiting professor from Harvard, on whose faculty 
he had been serving since 1923. After the year as visitor, he resigned from Harvard to remain at 
Stanford. From 1931 to 1956, he was dean of the Graduate School of Business. In 1931-2, Edward 
G. Nelson began offering the Auditing and Accounting Procedure course, as Jackson no longer had 
the time. 

“ Canning had little regard for the Graduate School of Business. In his view, the school was giving 
Stanford’s financially well-off students a ‘cram course’ in what they would have studied as under- 
graduates in Canning’s AB program, with the addition of two years and the concomitant expense. 
Interview with Burrel Leonard, 20 April 1995. (For a history of the early years of the Graduate 
School of Business, where it is stated that ‘Stanford’s economics faculty remained indifferent’ toward 
the School at the time of its founding (p. 23), see Gleeson et al., 1993, pp. 23-30, 34-5.) 


“ Interview with Thomas N. Canning, 16 October 1994. 


“| Interview with Edward S. Shaw, 7 December 1964. Shaw (1908-94) was a student of Canning’s who 
joined the economics faculty in 1929, and for three years taught elementary accounting until, at 
Bernard F. Haley’s suggestion, he turned his attention to money and banking, a field in which he 
built a large reputation. (Murray S. Wildman, who died in December 1930, had been the depart- 
ment’s specialist in money and banking.) Interview with Edward G. Nelson, 8 June 1965. 
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associate professor in 1930, became the closest to ‘Canning of any departmental 
colleague. Canning later said that he regarded Robbins as the ablest of his former 
students.“ ci 

The establishment of a Division of Accountancy within the economics depart- 
ment was, according to Nelson, viewed with ambivalence by Canning’s colleagues. 
On the one harid, they admired his intellect, Whitaker above all. But, on the other, 
most of the faculty felt that the only accounting knowledge one needed in eco- 
nomics was a bit of bookkeeping, mainly to understand money and banking ‘and 
business cycles.” Some of the economics faculty, it was said, were ‘tiring’ of all of 
Canning’s accounting courses, even though they respected his judgment.* At that 
time, Stanford could not make up its mind whether the training to become a CPA 
belonged in the economics department or in the Graduate School of Business.” As 
Nelson wrote: 


Canning didn’t have many supporters in the economics department. Accounting was not 
a reputable subject for academic study among the Stanford economists during the 1930s. 
It was taught in the economics department as a service to undergraduates, to support the 
study of money and banking, and in deference to Canning.” 


Yet, in the minds of some members of the department, two factors weighed in 
favour of the Division of Accountancy: that it had been developed step-by-step, 
and not all at once; and that, while the enrolment in upper level accounting classes 
was small, it was composed of some of the best students in the department. 


Canning as a Teacher 
Canning was anything but a dramatic teacher. He talked slowly, carefully choosing 
his words, and developing his thoughts as he proceeded, as often as not with his 
back toward the class. He was not interested in whatever textbook he was using, 
but in applying theories of capital and price so that accounting information would 
yield a more rational basis for business decisions. It was said that he was often 
difficult to follow in the classroom, but that his best students, their intellects chal- 
lenged, would seek him out for a better understanding of his ideas. He would give 
- any amount of time to students in individual discussion, which, together with the 
considerable effort he would invest in the work of committees, were said to be 


“ Letter from Canning to Irving Fisher, dated 2 November 1940. 


“Interview with Edward G. Nelson, 8 June 1965. Canning was hardly alone among those who taught 
accounting courses in American universities to be viewed with a jaundiced eye by their colleagues in 
economics and other discipline departments. The motivation behind Henry Rand Hatfield’s famous 
variation on an apologia pro vita sua, ‘An Historical Defense of Bookkeeping’ (1924), was the 
‘implied contempt of our colleagues, who look upon accounting as an intruder, a Saul dmong the 
prophets, a pariah whose very presence detracts somewhat from the sanctity of the academic halls’ 


(p. 241). 
* Interview with Eliot Jones, 12 January 1965. 
® Interview with Edward G. Nelson, 8 June 1965. 


2 Letter from Edward G. Nelson to William R. Smith, dated 19 April 1971. 
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reasons why progress on his Chicago dissertation was delayed.” Canning would 
take a keen interest in his students’ careers. He helped many of them find jobs, and 
he encouraged them to work in accounting. It was said that ‘he was extraordinarily 
kind toward his protégés’.? Two of his disciples, Robbins and Nelson, stayed on to 
teach in the accounting program. 

As Bernard F. Haley described it, the program in accounting ‘was essentially a 
one-man show’. Roy W. Jastram, who joined the economics faculty’in 1936, said 
that nobody in the department ‘gave a damn’ about accounting, but they respected 
Canning a great deal.“ No-one who taught in the accounting program, other than 
Canning, Robbins and Jackson (whose principal appointment was in the Graduate 
School of Business), rose above the level of assistant professor. It was said that the 
economics department was highly selective in making appointments to full professor, 
and that the salary structure was especially ungenerous at the lower levels." 

Walter B. McFarland, who took advanced work under Canning in the 1930s and 
completed his dissertation under Canning’s guidance, wrote: l 


Since I had reached a more mature age as a doctoral candidate, I found Professor Can- 
ning’s courses to be stimulating and filled with new ideas. The undergraduates generally 
found them dull. No problems or paper work were assigned and the only examination was 
the final. Professor Canning explained the absence of problems to some of his students by 
saying that the only aspects of accounting definite enough to make good problems were 
not important enough to occupy the student’s time.* 


Robert D. Calkins, who took an AM at Stanford, became attracted to Canning 
in a course taken in the latter 1920s ‘when I was much impressed with his approach 
to accounting and his tributes to Irving Fisher, who was being pooh-poohed by 
most economists as a nut with mathematical ability. A seminar convinced me that 
Canning had much to offer.’ Calkins added: l 


Canning was a man of complete integrity, with no trace of vanity or pompousness, and 
with no discernible interest in honors or ceremony. He dressed in tweedy fashion, he 


+! Interviews with Edward S. Shaw, 7 December 1964; with Bernard F. Haley, 5 January 1965; with 
Eliot Jones, 12 January 1965; and with Eugene L. Grant, 12 January 1965. Haley (1898-1993), who 
joined the economics faculty in 1924, had received AB and AM degree from Stanford in 1922 and 
1923, respectively, during which he took Canning’s insurance course. Grant (1897-1996), who came 
to Stanford in 1930 on the civil engineering faculty and later established a pioneering curriculum in 
engineering economics, sat in on Canning’s Valuation course. It was said that Canning could work 
best with the students in the top 10 or 20 per cent of his upper-level classes. Interview with Edward 
G. Nelson, 8 June 1965. 


2 Interview with Edward S. Shaw, 7 December 1964. 

3 Interview with Bernard F. Haley, 5 January 1965. 

* Interview with Roy W. Jastram, 18 January 1965. 

5 Interview with Edward G. Nelson, 8 June 1965. 

% Letter from Walter B. McFarland to the author, dated 15 July 1965. Canning was an influential 
adviser on McFarland’s doctoral dissertation, which was chaired by J. Hugh Jackson. McFarland 


(1908-83) joined the research staff of the National Association of Cost Accountants in 1946 and 
managed its research activity from the mid-1950s to the early 1970s, when he retired. 
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eae Mick and social engagements with interested friends, but shunned the limelight 
He gravitated to persons with challenging ideas, whose intellectual powers he could 


respect, 


Edward s. Shaw, a Stanford economics colleague who had a deep admiration for 
Canning, wrote, 


As a student of his, mainly but not entirely at the undergraduate level, and as a friend, 
I found him a fine, charming and brilliant person. There was little in Economics west of 
Chicago to compare with him in professional skill. 

Canning felt his intellectual debt to Fisher in so far as the theory of capital is con- 
cerned, He understood the potentialities of statistics and econometrics for economics and 
so established a close relationship here with Harold Hotelling and Holbrook Working. 
His concern in agricultural economics [which began to build in the 1930s] was deep, and 
he maintained it through friendship with Henry Schulz, Joseph Davis and Merrill Bennett 
at Stanford and people at the Giannini Foundation of the University of California.” 


Even though one former student said that ‘Canning was regarded by students, 
with little justification, as a tough teacher’,”’ one of his doctoral students once said, 
‘Canning gave a mid-term, and the class average, as usual, was zero’. Another of 
his students was overheard as saying that Canning was ‘fantastically smart and a 
tough S.O.B.”*! 

Canning maintained a remoteness and a certain formality in academic and pro- 
fessional settings, but he could relax, enjoy stories, and play an expert hand of 
bridge at social gatherings. He was one of about fifteen Stanford faculty members 
and townspeople who belonged to a discussion group known as the Saturday Morn- 
ing Club. The meetings would begin on Friday evening and continue into Saturday 
morning. Papers were presented and the discussion was wide-ranging. Canning’s 
interests were broad, and he was a member of a number of interdisciplinary discus- 
sion groups over the years.” 


Progress on His Chicago Doctorate 
During his first decade at Stanford, Canning invested an enormous amount of time 
and creative energy in the development of the department’s ambitious accounting 


53 Letter from Robert D. Calkins to the author, dated 4 October 1965. In 1929-30, Calkins (1903-92) 
was an assistant in instruction and taught Elements of Accounts. After leaving Stanford, he obtained 
a PhD from the College of William and Mary and eventually become became dean of the business 
schools at the University of California at Berkeley and at Columbia University and then served as 
president of The Brookings Institution. 


3 Letter from Edward S. Shaw to William R. Smith, dated 19 April 1971. 


® Letter from Armen A. Alchian to William R. Smith, dated 1 May 1971. Alchian (1914— ) received 
his AB from Stanford in 1936 and then enrolled in the PhD program. 


Letter from Maurice Moonitz to the author, dated 23 December 1994. Moonitz (1910~— ) taught 
accounting on the Stanford economics faculty from 1942 to 1944, while Canning was on leave. 
Moonitz never met Canning. 


‘| Letter from Thomas N. Canning to the author, dated 8 December 1994. 
& Interview with Joseph S. Davis (1885-1975), 28 June 1965. Davis was director of Stanford’s Food 
Research Institute from 1921 to 1952. 
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program, and, until the arrival of Jackson in 1926 and Robbins in 1927, he and a 
rotating corps of assistants in instruction had offered all of the courses. Progress on 
his Chicago doctorate was steady but slow. During 1920-2, he took nine graduate 
courses at Stanford, several of which were applied to his Chicago degree. Three of 
the courses were in the law school: Municipal Corporations, Bills and Notes, and 
Private Corporations. Others were a course in the history of political theory, a 
reading course in German, an economics course intended for teachers of commer- 
cial subjects, a graduate seminar in the research problems of valuation, and, import- 
antly, a pair of courses on recent economic theory and the economics of overhead 
costs (with grades of A and A+, respectively) given by John Maurice Clark, who 
was at Stanford in 1922-3, on leave from Chicago.® Clark’s seminal Studies in the 
Economics of Overhead Costs was published in 1923. 

During the summer quarter of 1924, when Canning was visiting as an assistant 
professor there, the Chicago economics department (probably much influenced by 
Clark) exempted him from the written examinations for the doctorate. In 1927, 
Chicago gave him credit for passing the two foreign-language examinations based 
on confirmations received from Stanford’s departments of French and Germanics. 
Hence, the only remaining requirements for the degree were the dissertation and 
the oral examination. 

The topic Canning chose for the dissertation was a critical analysis of accounting 
practice and the development of a model to base accountants’ measurements on 
sound economic reasoning. As a statistical economist, he was intrigued by the 
wealth of empirical data provided by accounting. As he systematically constructed 
his accounting curriculum during the 1920s and offered an increasing number of 
the courses, Canning would have acquired a precious insight into the literature on 
accounting orthodoxy for the first part of his thesis. As noted above, the second 
part was profoundly influenced by Irving Fisher’s Nature of Capital and Income 
(1906). 

Finally, in a letter dated 20 October 1928 to Jacob Viner at Chicago, Canning 
submitted his ‘book’ (since it had already been accepted for publication by The 
Ronald Press Company) as his doctoral dissertation and inquired whether he could 
take his oral examination over the Christmas holidays, as he was coming east to 
read a paper at the annual meeting of the AAUIA, to be held on 27-8 December 
in Chicago.“ Canning recounted the history of his book, which was to carry the 
title The Economics of Accountancy: A Critical Analysis of Accounting Theory 


& Information was supplied by the Office of the Registrar, Stanford University, and is also based on 
the letter from Canning to Jacob Viner, dated 20 October 1928. Viner (1892-1970) was on the 
University of Chicago economics faculty throughout the 1920s. 


“ Canning became a member of the AAUIA in 1926. (Letter from Dorothy P. [Mrs John B.] Canning 
to the author, dated 28 February 1965.) J. Hugh Jackson, who joined the Stanford faculty in 1926 
and was active in the AAUIA, may have played a part in Canning’s decision to join, although it 
seems more likely that the impetus came from William A. Paton or Henry Rand Hatfield. The 
paper Canning read at the AAUIA annual meeting was ‘Some Divergences of Accounting Theory 
from Economic Theory’ (1929a), in which he contrasted the perspectives and approaches of the 
economist with those of the professional accountant (see below for further discussion of this article). 
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(1929b), and in his letter the pangs of authorship were everywhere evident. Canning 
was one who demanded precision in his writing.” He wrote to Viner as follows: 


The reading and research specifically underlying the book began in 1920. When J. M. Clark 
was at Stanford for a year I discussed my plans with him at some length. In the summer of 
1924 when I was at Chicago, he read some 300 pages of a rough draft manuscript. In con- 
ference with him and in his written notes, he expressed a general approval. He also gave 
me many constructive suggestions with respect to the then contemplated writing. Later in 
the year I did rewrite it—with the usual multitude of alterations. I decided then to let the 
ms. ‘rest’ for a few months. After that ‘mulling period’ I decided that, whether it was 
acceptable to the [Chicago] Department or not, I could not give it my own approval. I 
therefore scrapped the entire writing and continued my studies with, I think, good effect. 
The present writing, though upon the same subject considered from nearly the same point 
of view as that which I discussed with Clark, is so very different in form, organization, and 
content that I should like to have it considered as though no preliminary writing had been 
submitted. Clark’s going to Columbia [in 1926] makes that necessary anyway, I should sup- 
pose. Moreover, the audience addressed is a different one; and the book is to be published. 


Further along in Canning’s letter, the Yale economist Irving Fisher (1867-1947), 
his mentor by long distance, enters the picture®: 


I have had, already, the benefit of full critical reading by Mr. Carl B. Robbins and Miss 
Margaret Milliken [an instructor in statistics] of our department at Stanford. Professor 
Irving Fisher and Doctor Royal Meeker (who was working with Fisher this summer) have 
given me the benefit of full critical notes on Chapter VIII. At present Fisher is reading 
four other chapters (in carbon copy). 


In Canning’s Preface to the book, he wrote: ‘I need not declare my obligation to 
Professor Fisher for the influence of his writings upon my thought—that obligation 
appears throughout the whole book’ (1929b, p. iv). In his letter to Viner, he con- 
tinued as follows: 


In returning Chapter VIII of my manuscript, Fisher asked permission to quote rather 
extensively (some ten or twelve pages) in the forthcoming revision of his Rate of Interest. 
In order to enable him to do so, I sent the unfinished ms. to the Ronald Press Company 
for inspection and approval. I have a contract with them which requires me to have the 
full copy in their hands by January 1, 1929. Since the Ronald people and I have assented 
to Fisher’s quoting and since Fisher’s copy has gone to the printer, I am no longer free to 
make any alterations (in the text to be printed) of Chapter VII. You may be interested to 
know that Fisher accepts and adopts what he is pleased to call my constructive criticisms. 
In his own manuscript of the revised introduction to his book, he has even followed the 
suggestion, accredited to me, that his theory of income should be developed in substan- 
tially the reverse order of concepts. I shall send you, later, his comments.” 


& Interview with Edward G. Nelson, 8 June 1965. 


* Evidently, Canning met Fisher sometime in the 1920s at an annual meeting of thé American Eco- 
nomic Association, and they engaged in a vigorous correspondence. But Fisher did not convey any 
views on Canning’s evolving dissertation until he saw the completed manuscript. Interview with 
Dorothy P. (Mrs John B.) Canning, 5 December 1964. This Canning—Fisher correspondence has not 
survived. 


© Fisher wrote an admiring review article of Canning’s book in The American Economic Review 
(1930b). In The Theory of Interest, his revision of The Rate of Interest (1907), Fisher (1930a, pp..507- 
8) quoted about 600 words from Canning’s book, and, in two of the three extracts taken from the 
book, Canning lauded Fisher’s Nature of Capital and Income (1906). 
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To be sure, Canning was already an associate professor at Stanford. But how 
much more self-confidence, indeed hubris, can a doctoral candidate exhibit? He 
presented the University of Chicago’s economics department with a finished book: 
without a supervisor, without previous notice of its contents (other than to Clark, 
who had left), and with a deadline some two months hence for delivery of the book 
to the publisher.* Nonetheless, impressed with the work, the department accepted 
Canning’s book as his doctoral dissertation.” The oral examination was success- 
fully held on 15 December, chaired by labour economist Harry A. Millis,” and the 
Doctor of Philosophy degree was conferred on 11 June 1929, in Canning’s forty- 
fifth year of age. 

How did Canning’s book, which was published later in the year (the Preface is 
dated 10 September 1929), come to the attention of Ronald Press, the most enter- 
prising publisher of books in business and accounting? William A. Paton, who had 
written two books for Ronald Press and was regarded highly by its president, 
Philip J. Warner, claims the credit. Paton gave the manuscript his strong endorse- 
ment and urged Canning, ever the perfectionist, to publish it without undertaking 
further revisions.” 

How did Paton come to know Canning? Jacob Viner suggests that Paton and 
Canning met at Chicago: ‘I seem to recall that W. A. Paton, now professor emer- 
itus at Ann Arbor, knew Canning well. Paton had some contacts with our Dept. 
and I associate him with Canning as seeking to marry economics with accounting, 
a project which in principle at least all the Department looked upon with sym- 
pathy, if not with unqualified optimism.” In fact, Paton taught at Chicago during 
the summer of 1924, when Canning was also a visitor there, and both were attached 
to the School of Commerce and Administration.” Paton surely knew Canning by 
1926, because, as editor of The Accounting Review, he invited him to do a book 
review, which was published in the December 1926 issue. 


® Nelson recalls, however, that the Chicago economics faculty, evidently during Canning’s visit there 
during the summer of 1924, ‘greatly encouraged’ him to move ahead with his line of research for the 
thesis. Interview with Edward G. Nelson, 8 June 1965. 


© At that time, the University of Chicago required that doctoral dissertations not only be submitted 
and approved but also be published. Information supplied by the Department of Special Collec- 
tions, Regenstein Library, University of Chicago. 


® In 1928-9, when Canning submitted his completed dissertation, Millis was chairman of Chicago’s 
department of economics, which probably explains why he chaired the examination committee. 


™ Letter to the author from William A. Paton (1889-1991), dated 6 August 1965. In a letter to the 
author dated 15 July 1965, Walter B. McFarland wrote that Paton ‘once told me that “Economics of 
Accountancy” was published only after he [Paton] had urged very strongly that the manuscript 
ought to be published at that time. He expressed the opinion that in the absence of such pressure, 
the book would probably never have been published.’ Philip J. Warner, in an interview on 26 May 
1965, recalled that Paton had ‘probably’ recommended the Canning manuscript to Ronald. 


7 Letter from Jacob Viner to the author, dated 26 January 1965. 


® Paton taught a course in accounting theory, and Canning offered a course on the valuation of fixed 
assets (Annual Register of the University of Chicago 1923-1924, 1924, p. 475). 
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The Economics of Accountancy earned Canning the Beta Alpha Psi Book Award 
for the most notable contribution to the accounting literature for the year ending 
1 May 1930. Ironically, the runner-up book was J. Hugh Jackson’s Auditing Problems 
(1929) (Sheldahl, 1982, p. 473). In later years, Ronald Press tried several times to 
persuade Canning to revise The Economics of Accountancy, but without success.” 


FROM 1929 TO 1941 


Developments in the Early 1930s 

Stanford promoted Canning to full professor in 1930, the year after he received his 
doctorate and his book was published. The department had been slowly expand- 
ing: Canning was one of six full professors (including Wildman, Jones and Whitaker), 
and there were three associate professors (including Robbins) and two assistant 
professors, together with two instructors, a lecturer and seven assistants in instruc- 
tion (including Calkins, Nelson and Shaw). 

It was reported in 1929 that Canning ‘is engaged in writing an introductory text 
in accounting and is assisting Carl Burton Robbins in preparing a book on certain 
phases of the financial problems of corporations for the Ronald Press Company’.” 
Neither of these projects achieved fruition. 

Although it seems that Canning’s only appearances at annual meetings of the AAUIA 
were in 1928.and 1930, when he read papers,” such was his standing that AAUIA 
President Howard C. Greer invited him in 1932 to serve on the newly created Council 
on Accounting Research, which was intended to suggest and guide research on 
accounting problems. Canning accepted the invitation. He and Henry Rand Hatfield 
were the only council members, numbering nineteen, who were not from the East 
or Middle West. The council never fulfilled its ambitious aims, but it was one of a 
series of initiatives that foreshadowed the reorganization of the AAUIA as the 
American Accounting Association in 1935-6 (Greer, 1932; Zeff, 1966, pp. 34-5). 

Canning was actively involved in the. early years of the Econometric Society, 
which was founded in 1930. Together with Holbrook Working, a lecturer on the 
Stanford economics faculty, he was in charge of the program for the society’s 1934 
summer meeting in Berkeley. Canning also founded the society’s committee on 
instruction in statistics and. was its chairman until 1938.” An article by Canning, 
‘A Certain Erratic Tendency in Accountants’ Income Procedure’, appeared in 
the inaugural issue of Econometrica (1933a), the society’s journal. It was to be 
Canning’s last article on accounting published in a journal. In addition, he had a 
paper on Fisher’s income concept published in a conference proceedings volume 
(1933b), and he wrote reviews of several books on accounting in later years. 


M Interview with Dorothy P. (Mrs John B.) Canning, 5 December 1964. 
3 Annual Report of the President, Leland Stanford Junior University (November 1929), p. 369. 


% Also at the 1930 annual meeting, held in Cleveland, A. C. Littleton presented Canning with the 
Beta Alpha Psi Book Award. 


7 Interview with Holbrook Working, 12 January 1965. 
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Beginning in 1930-1, and for ten years thereafter, Canning offered a course on 
Index Numbers, in which he used Fisher’s book of the same title. It was a course 
in statistics which, Nelson recalls, ‘went far beyond anything that Fisher had ever 
done’.” Canning believed that statistics transcended disciplines as an important tool 
of analysis in doctoral research, and. he was a leader in the early 1930s in securing 
acceptance of statistics as a minor field in the University’s PhD programs.” 


Canning’s ‘Some Divergences’ and Two Book Reviews on Accounting 
Canning’s articles and book reviews were, like his book, examples of precise 
expression, crafted analysis and deep thinking, with the occasional appearance of a 
well-turned phrase. His under-appreciated article, ‘Some Divergences of Account- 
ing Theory from Economic Theory’ (1929a), can be regarded, in effect, as an 
introductory essay to his book. In the article, he explained how Fisher, who was 
trained in mathematics, would appeal to Canning, who was schooled in statistics. 
Referring to Fisher’s Nature of Capital and Income (1906) and Rate of Interest 
(1907), Canning wrote: ‘Here is a qualitative analysis in a quantitative dress’ (1929a, 
p. 7). In his article, Canning confessed that he had lost confidence in the useful- 
ness to the professional accountant of mainstream economic theory—‘those brands 
professed by the classical economists, and by Jevons, Marshall, Cannan, Taussig, 
Seligman, Ely, and a host of others’ (p. 1). He did see hope in ‘a wholly new and 
wholly different kind of economic theory ... [which] exists in fragmentary form 
only . . . [and] consists of inquiries into the statistical relations of one real statistical 
series to another’ (p. 7). This article was perhaps the best attempt in the accounting 
literature to contrast the work of the accountant with that of the economist. 

Canning’s book reviews were penetrating and critical. In his review of MacNeal’s 
1939 polemic, Truth in Accounting, he disparaged the author’s facile reliance on 
‘acceptable’ markets and price imputations. In the end, he counselled that ‘truth 
may be both expensive and useless’ (1939, p. 758), probably one of the early 
mentions of the cost of information. Three years later, on leave from Stanford, he 
found time to skewer Paton for the ‘presence of mere number-juggling in the dress 
of theory’ (1942, p. 313) in the author’s Advanced Accounting (1941). 

Canning did not write much on accounting in the periodical literature, but these 
writings repay a careful reading. 


Canning’s Expanding Interests in the 1930s 

Canning was attracted to problems and issues of current import, and in the 
1920s his .concern was with upgrading the accounting profession. In the 1930s, he 
became preoccupied with the social and economic problems of the Depression 
and, eventually, of the approaching war. His strong social conscience, engaged by 
the severe unemployment during the Depression, caused him to become an ardent 


® Interview with Edward G. Nelson, 8 June 1965. 


P Interview with Eugene L. Grant, 12 January 1965. Canning served on the University’s Academic 
Committee on Graduate Study in 1933-4 and again from 1935 to 1938. 
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„supporter of the New Deal.” Indeed, during the 1930s, as one former colleague 
"recalled, 


Canning was regarded by business circles in Sari Francisco as something of a radical. I do 
not now know what the basis of this was, but it could have been his support of social 

- security and unemployment insurance. At any rate, [Stanford President Ray Lyman] 
Wilbur apparently received a number of letters complaining violently about Canning, 
some of which threatened to cut off financial support from the university if something 
were not done to keep Canning quiet.” 


An apt summary of Canning’s several areas of concern during the 1930s and in 
1940-1 appears in the Memorial Resolution written by a committee of Stanford 
colleagues chaired by Bernard F. Haley, with Karl Brandt and Paul R. Farnsworth 
‘as. the other members, shortly after Canning’s death in 1962: 


One of these areas was that of fiscal policy. Professor Canning was one of the economists 
very early to recognize the important part to be played by government spending and an 
unbalanced budget in reducing the severity of [the] depression and facilitating recovery. 
In December 1932 he presented a paper (with E. G. Nelson, a colleague) at the annual 
meeting of the American Statistical Association on ‘Budget Balancing versus Trade 
Stabilization’, and followed it with an article in the American Economic Review (March 
1934), and testimony before the U.S. Senate Committee on Finance. 

Second, he became actively concerned with the system of unemployment insurance and 
social security that was beginning to emerge at the federal and state levels. He served as 
a member of the Advisory Committee of the San Francisco Chamber of Commerce on 
Unemployment Reserves and Insurance, and as consultant to the California Joint Legislat- 
ive Committee on Unemployment Insurance in 1934-35. His research program shifted to 
concentrate on problems of unemployment insurance and social security. He continued his 

-consulting work in this field:in succeeding.years,-and published several papers bearing on it. 

Third, when the California Medical Association became interested in health insurance 
about 1934, Professor Canning was called upon to serve as a member of the Advisory 
Board and as economic adviser to the Medical-Economic Survey carried out by a commit- 
tee of the Association. This work continued in the years 1935-36. 

Fourth, late in the ’30’s, Professor Canning turned to an area of economics which was 
to engross his full attention for the remainder of his professional career: agricultural 
policy. As the Second World War became imminent, an interest which he already had in. 
problems of agricultural labor in California led him to a concern with the national agri- 
cultural policy and the food supply in time of war. Between 1939 and 1941 he wrote a 
number of papers in this area, participated in two national conferences called respectively 
by the President and the Department of Agriculture, and served as economic consultant 
to the Secretary of that Department. Finally, in the spring of 1941 he took leave of 


‘© Interview with Bernard F. Haley, 5 January 1965. 


‘| Letter from W. Allen Wallis to William R. Smith, Dated 6 May 1971. Wallis (1912-98) was a 
member of the Stanford economics department from 1938 to 1946. He later became dean of the 
University of Chicago business school and president of the University of Rochester. 

Joseph S. Davis, in a letter dated 6 August 1971 to William R. Smith, wrote: ‘J. B. [as Canning 
was known by his colleagues] was a truly independent thinker, with a restless but penetrating mind 
. He was always ready to break new ground, regardless of consequences. It led him occasionally 
into paths that some of us could not follow: I recall his activity in a Teachers’, Union; a colleague 
recalls (as I do not) his support of Harry Bridges.’ Bridges, an alleged communist, was the leader of 
the longshoremen’s strike in May 1934 that virtually shut down the city of San Francisco. 
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absence from Stanford and moved to Washington so that he could devote full time to his 
work as economic adviser to the Secretary. 


Carl Robbins had preceded Canning to Washington, and he was probably respons- 
ible for Canning’s move there. The Memorial continues: 


During his years at Stanford previous to the war Professor Canning participated in a 
variety of extracurricular activities in all of which he took a leading part: the Pacific Coast 
Economic Association, for which he edited the Proceedings [during the years 1932-5} and 
of which he was president [in 1937]; the Social Science Research Conference of the Pacific 
Coast, of which he was president in 1936-37; the section on industrial relations of the 
Commonwealth Club of California, for which he served as chairman for many years in the 
»30’s; and the Western Farm Economic Association. 


Canning’s expanding interests in the 1930s may have influenced the selection of a 
dissertation topic by one of his junior accounting colleagues. In 1941, Edward J. 
Kelly completed a thesis under Canning entitled ‘A Case Study of Hospital Costs’, 
which was an examination of the practices in three area hospitals. 


The Gradual Displacement of Canning’s Focus on Accounting 

Inevitably, as Canning’s interests and energy shifted in the 1930s, his devotion to 
the accounting profession began to wane. In the Register for 1934-35, Capital and 
Income, which he had taught in every year since 1926-7, no longer appeared and 
was not seen again. 

The Master of Arts in Economics and Accountancy degree, which had been part 
of Canning’s accounting program since 1926, disappeared from the Register in 1934— 
5, and it was not mentioned again. In fact, the degree had been granted only three 
times, once each in 1930, 1931 and 1932.” The Bachelor of Arts in Economics and 
Accountancy degree was awarded annually to between three and fourteen graduates 
from 1926-7 to 1941-2, the last year for which figures were published in the Register. 

In 1936-7, a significant change occurred in the stated objective of the Division 
of Accountancy, suggesting that Canning no longer viewed the preparation of 
entrants into the accounting profession as his principal aim. In the Registers from 
1926-7 to 1933-4, its objective was given as follows: ‘The Division of Accountancy 
is created to administer a professional training course in Accountancy’. In the 
Registers for 1934-5 and 1935-6, the statement was even stronger: “The sole object 
of the Division of Accountancy is to administer a course of study in certain sub- 
jects a knowledge of which is requisite to competency in professional accounting’. 
Beginning in the Register for 1936-37, however, the description reflected a dimin- 
ished role for professional accounting, as follows: 


The sole object of the Division of Accountancy is to administer a program of instruction 


appropriate for the systematic quantitative analysis of economic relationships in private 


2 The degree recipients were, respectively, Tetsuo Hayashi, Arthur N. Lorig and Robert C. Sutro. 
Hayashi translated Canning’s Economics of Accountancy into Japanese for publication in 1930, but 
the book never appeared. 
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enterprise ... The program is one in accountancy only in the sense that the principal de 
facto mode of quantitative analysis of economic relations is the mode adopted by account- 
ants. Though the undergraduate program is one suited to those who intend to become 
responsible accountants it does not purport to be a training course for any one professional 
vocation. It is equally suited to serve the needs of those who expect subsequently to 
become professional students of law, economics, or business or to become fiduciaries in 
private enterprise (pp. 469-70; emphasis added). 


Towards the end of the 1930s, by which time Canning was immersed in broader 
social and economic policy issues, the number of accounting courses diminished by 
several: the two Reports courses and the consolidations course had been dropped 
and, in 1939—40, the Cost Analysis and Valuation courses were combined into one. 
There was an attempt, however, to broaden the accounting curriculum: between 
1934 and 1940, an Accounting Systems course appeared in the Register, taught by 
an assistant in instruction, although it was actually offered in only three of the six 
years. Yet Canning maintained an active interest in the accounting program and 
continued to teach his favoured courses. 

Increasingly in the 1930s, Canning began to teach courses giving effect to his 
broadened sphere of concerns. In 1936-7, probably inspired by the Social Security 
Act of 1935, he developed and taught a course entitled Economic Security, dealing 
with voluntary and legislated programs to protect individuals from economic and 
social risks. Two years later, he added a companion course, American Social Insur- 

ance. He continued to offer both courses until he went on leave in 1941. 


ON LEAVE FROM STANFORD, AND RETIREMENT: 1941-62 


While Canning’s request for a leave from Stanford in 1941 may have been induced 
by a desire to partipate in shaping national agricultural policy, his request may have 
also been prompted by displeasure over the department’s decision not to continue 
his principal accounting colleague and disciple, Edward G. Nelson.® As suggested 
above, the departmental support for Canning’s accounting program was a mark of 
personal respect and evidently did not extend to the careers of his junior colleagues. 

After mentioning Canning’s leave of absence beginning in 1941 to devote full 
time as an economic adviser to the Secretary of Agriculture, the authors of the 
Memorial Resolution continued as follows: 


Thus ended his career as professor of economics and began a new career as a full-time 
governmental expert. In 1942 he became economic assistant to the Administrator, Agri- 
cultural Marketing Administration (U.S. Department of Agriculture), and for the next 
three years he continued in Washington serving in various capacities with the Department 
of Agriculture. In 1945, at the close of the war he moved to Berlin to serve as deputy chief 
of the food and agriculture branch of the economic division of the U.S. Office of Military 
Government. His principal duties were to serve as the U.S. representative on the Quadri- 
partite Council concerning problems of food and agriculture in the zones of occupation. 


© Letter from Robert D. Calkins to the author, dated 4 October 1965. Calkins wrote that the depart- 
ment’s action also led to Canning’s resignation from the university five years later. 
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From 1941 to 1946, Canning was an associate of Stanford’s Food Research, 
Institute, his one link with affairs in Palo Alto.“ The Memorial continues: ‘In’ 
June 1946, at his own request, he retired to emeritus status at Stanford, but he con-, 
tinued in Germany until December 1948 [during the airlift], when poor health 
necessitated his resignation from his governmental post’. 

Nelson recalls that Canning suffered from chest pains in 1947, but that he none-, 
theless stayed on in Berlin for another year. Upon Canning’s return to the, San 
Francisco Bay area, Nelson said that ‘it was exceedingly difficult for him to find a 
role. He had had so much experience in so many different things in American 
domestic economic policy, both on a state and on a national level, and in the 
military government in Germany, that he couldn’t really bring himself to go back 
to teaching accounting’.* Moreover, as a result of several attacks of angina pectoris, 
his doctor had told him to take it easy. He therefore entered retirement at the age 
of sixty-four. 

With Canning’s retirement, the economics department lost no time in announ- 
cing that ‘Students will not be admitted to the major in economics-accountancy 
after August 31, 1947’ (Register for 1946-47, p. 515), and all references to the 
Division of Accountancy were dropped from the Announcement of Courses after 
1947-8. Thereafter, some half-dozen accounting courses were offered each year by 
junior faculty with temporary appointments. 

From 1948 onward, Canning did no professional work for publication, and he 
deliberately kept out of circulation.” He and his wife lived in their newly built 
home in the foothills just off the Stanford campus, and they repaired frequently 
to his cabin at Fallen Leaf Lake in the Sierra. Canning was a vigorous gardener, 
and he enjoyed fishing trips in the high country as well as deep-sea fishing. He con- 
tinued to read, and he is said to have written a number of papers that he sent to 
officials in government, leading to a correspondence over issues that interested 
him. He died after a long illness, following intestinal surgery, on 4 July 1962. 


CONCLUSION 


Canning’s book, The Economics of Accountancy (1929b), for which he earned a 
PhD at the University of Chicago in mid-career, was a seminal work. In some 
respects, Canning was similar to Sweeney (see Clarke, 1976) and MacNeal (see 
Zeff, 1982), as they wrote treatises that were highly regarded by subsequent theor- 
ists, they contributed to the accounting literature only during comparatively brief 


™ Nelson has. suggested that Canning may have had little desire to return to Stanford during the war. 
According to Nelson, Ray Lyman Wilbur, Stanford’s chancellor, and the Stanford board of trustees 
(over whom former U.S. President and Stanford alumnus Herbert C. Hoover held considerable 
sway) ‘were not quite sure what the role of the University should be during the war. But Canning 
was sure, and he wasn’t much interested in returning to a university that couldn’t make up its mind. 
So he continued to extend his leaves.’ Interview with Edward G. Nelson, 8 June 1965. 


8 Interview with Edward G. Nelson, 8 June 1965. 


4 


% Letter from Joseph S. Davis to William R. Smith, dated 6 August 1971. 
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periods, and they were known personally to only a few accounting academics. But 
neither Sweeney nor MacNeal entered academe. Canning was an academic eco- 
nomist cum statistician who installed an ambitious five-year accounting curriculum 
in an economics department whose other members were sceptical of this intru- 
sion but who nonetheless greatly respected him. In the 1930s, Canning published 
markedly less on accounting as his interests expanded beyond accounting and 
towards fiscal policy and the economics of unemployment and health insurance, 
social security and agricultural policy. During retirement, Canning published no 
further work. 


This article is dedicated to the memory of Ray Chambers. 
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The Incentives of Australian Public 
Companies Lobbying Against Proposed 
Superannuation Accounting Standards 


The release of AASB 1028, Accounting for Employee Entitlements, fol- 
lowed a period of intense lobbying and debate, resulting in a standard 
that contained significantly less stringent requirements than those pro- 
posed in the preceding exposure draft. This article examines the incent- 
ives for public companies to lobby on the proposals in ED 53, Accounting 
for Employee Entitlements, for the recognition of superannuation com- 
mitments of Australian companies. First, it analyses written submissions 
of public companies to identify the relative importance of superannu- 
ation as opposed to other types of employee benefits, and to identify the 
issues within superannuation that were of particular concern. Second, 
characteristics of lobbying companies are compared with non-lobbying 
companies to identify whether the types of arguments put by lobbyists are 
indicative of systematic differences between lobbying and non-lobbying 
companies. The study finds that companies responding to ED 53 were 
predominantly concerned with issues relating to defined benefit superannu- 
ation plans and the adverse effects of the proposals on income volatility. 
Consistent with this, companies sponsoring defined benefit plans were 
more likely to lobby against the proposals. Companies that chose to lobby 
were also larger in size and had higher income volatility than non-lobbying 
companies. The article provides a mapping between the arguments used 
by lobbying companies and their economic characteristics and evidence 
that, at least in the case of superannuation issues, lobbying behaviour 
truthfully revealed the preferences of lobbyists. The findings differ from 
those of comparable U.S. studies, the most obvious reason for this being 
institutional differences. This underscores the need to control for institu- 
tional differences and to exercise caution in generalizing results across 
countries. 
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annuation. 
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SUPERANNUATION STANDARDS AND LOBBYING INCENTIVES 
INTRODUCTION 


The superannuation industry in Australia has exhibited rapid growth, with the 
total value of assets held in superannuation funds reaching $377 billion at the end 
of 1998.’ The sheer size of the industry alone makes accounting for superannuation 
an important issue. To date, three Australian Accounting Standards have been 
issued’ to regulate the financial reporting of both superannuation plans’ and the 
(employing) entity sponsoring the plan.’ The standard-setting process has been 
controversial with both superannuation industry and employer groups opposed to 
the initial regulatory proposals. This article examines the incentives of public com- 
panies to lobby against* the reporting requirements initially proposed for com- 
panies sponsoring superannuation plans. 

The relevant exposure draft ED 53, Accounting for Employee Entitlements 
(AARF, 1991) was issued in August 1991 and contained proposals for both the 
measurement and recognition of superannuation obligations in the financial state- 
ments of sponsoring, companies, representing a radical change to existing practice. 
In response to lobbying on ED 53, the Australian Accounting Standards Board 
(AASB) took the unprecedented step of issuing an ‘interim’ standard (AASB 
1028, Accounting for Employee Entitlements) in June 1994, which excludes all the 
measurement and recognition requirements in relation to defined benefit super- 
annuation obligations that were proposed in ED 53. AASB 1028 requires only 
limited disclosure of superannuation information, as reported in the accounts of 
superannuation plans sponsored by employers. Thus, the business community suc- 
cessfully exercised its power and influence in the due process to avoid changes to 
existing practices (Henderson, 1996), ensuring that the resulting accounting stand- 
ard contained significantly reduced requirements. 

Specifically, this article examines the association between the decisions to lobby 
by public companies and potential adverse financial statement consequences of the 
regulatory proposals. Studies in the U.S. have found that the decision to lobby on 
pension’ accounting requirements is explained by expected (adverse) balance sheet 
and income statement effects of the proposed rules (Francis, 1987; Ndubizu et al., 
1993). Australian lobbyists used similar arguments to those that influenced the 


1 Australian Prudential Regulation Authority, Media Release, ‘Superannuation Trends—December 
1998’, 31 March 1999. 


Superannuation entities are commonly referred to as ‘funds’ or ‘plans’; these terms are used inter- 
changeably in this article. 


AAS 25, Financial Reporting by Superannuation Plans, was issued in August 1990 and is effective 
from 30 June 1992, and AASB 1028 and AAS 30, Accounting for Employee Entitlements, were 
issued in March 1994 and are effective from 30 June 1995. 


‘ A review of the submissions revealed that three of the thirty-three companies that lobbied were in 
agreement with (or made no comment on) the reporting proposals for companies sponsoring super- 
`~ annuation plans. Two of these three companies sponsor only defined contribution plans. 


In the U.S. and other overseas jurisdictions the term ‘pension’ is commonly used to refer to 
employment-related retirement benefits, whereas the term ‘superannuation’ is used in Australia. 
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FASB to significantly change its position on pension accounting (Lambert and 
Gallery, 1996). This study investigates whether Australian public companies lobby- 
ing against ED 53 were also motivated by a desire to avoid undesirable financial 
statement effects, and if these were similar to those in the U.S. A common criti- 
cism of previous lobbying studies is also addressed—the claim that lobbying behavi- 
our may not truthfully reveal the preferences of lobbyists (Amershi et al., 1982; 
MacArthur, 1988; Walker and Robinson, 1993). The study is conducted in two 
stages. First, the written submissions of public companies are examined in detail to 
identify the relative importance of superannuation-related issues as distinct from 
other types of employee benefits,° and to identify which of these were of greatest 
concern. This process is intended both to inform the hypothesis development and 
to triangulate with the empirical evidence to see if companies truthfully reveal 
their concerns in the lobbying process. Second, economic characteristics of lobby- 
ing and non-lobbying companies are compared to identify whether (a) the types of 
arguments put by lobbyists are indicative of systematic differences between lobby- 
ists and non-lobbyists, and (b) lobbyists and non-lobbyists differ on other dimen- 
sions identified as influential in U.S. studies on pension accounting. 

The analysis reveals that companies responding to ED 53 were predominantly 
concerned with issues relating to defined benefit superannuation plans, and with 
the adverse effects of the proposals on income volatility. Consistent with this, 
companies. sponsoring defined benefit plans are found to have been more likely to 
lobby against the proposals. Companies that chose to lobby were also larger and 
had higher income volatility than non-lobbying companies. Taken together, the 
results demonstrate links between the types of arguments used by lobbyists in their 
written submissions on ED 53 and potential adverse income statement effects of 
the proposals, thus providing richer explanations of lobbying behaviour. 

This article differs from comparable U.S. studies (Francis, 1987; Ndubizu et al., 
1993) of lobbying behaviour on proposed pension accounting rules in three ways. 
First, insights gained from a content analysis of companies’ submissions are ex- 
ploited to inform the hypothesis development. Second, the foregoing analysis aids 
the assessment of whether lobbying companies truthfully reveal their preferences. 
This innovation enriches both understanding of the lobbying process and the premise 
for the empirical analysis. Third, the findings differ from those of relevant U.S. 
studies, The U.S. studies report that potential adverse effects on both the income 
statement and balance sheet appeared to influence companies’ decisions to lobby. 
In contrast, income statement effects appear to dominate the decisions of Austral- 
ian companies to lobby on ED 53. It is suggested that institutional differences 
explain this outcome. These findings underscore the importance of giving due 
consideration to institutional factors when conducting similar studies across juris- 
dictions, or indeed when generalizing results from one jurisdiction to another. 


€ The ED 53 proposals to account for various types of employee entitlements included wages, salaries, 
annual leave, sick leave, long service leave, superannuation and other post-employment benefits. 
The section of ED 53 that exclusively addressed superannuation issues extended over seven pages, 
whereas. the sections devoted to all other types of employee entitlements total less than five pages. 
Superannuation is clearly the major and most complex single issue in ED 53. 
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SUPERANNUATION ACCOUNTING ISSUES AND RELATED 
RULE DEVELOPMENT 


Two types of superannuation plans are commonly used by employers to provide 
retirement income benefits to their employees: defined benefit plans (DBPs) and 
defined contribution plans (DCPs). The principal features that distinguish the two 
types of plans are how members’ benefits are measured and relative risks borne by 
members and sponsoring employers. In DBPs the amount of benefits paid to a 
superannuation fund member is typically pre-specified as a function of final salary 
and period of employment. Given that sponsoring employers promise to provide a 
certain level of benefits when employees retire (or otherwise cease employment), 
employers bear the risk that benefits will cost more than expected (actuarial risk), 
and the risk that invested plan assets will generate insufficient returns (investment 
risk); employers effectively underwrite the plan (IASC, 1996). In contrast, the 
obligation of employers sponsoring DCPs is limited to an agreed contribution rate, 
and thus an employer’s liability to provide promised benefits is discharged: when 
periodic contributions are made to the plan. Members’ benefits in DCPs comprise 
contributions and investment earnings thereon, which means that members bear 
the actuarial and investment risks. Accounting for DBPs is more controversial 
(relative to DCPs) because of the greater complexity and uncertainty associated 
with measuring accrued benefits, and the contentious issues of how superannuation 
expense should be measured and the extent to which superannuation plan assets 
and liabilities should be reflected in the accounts of sponsoring employer entities. 

Accrued benefits’ for DBPs are periodically measured by an actuary as the 
present value of expected future payments arising from membership of the super- 
annuation fund up to the measurement date (AAS 25, para. 50). The estimated 
amount of future payments is based on actuarial assumptions including such fac- 
tors as mortality rates, future salary levels, membership turnover and expected 
early withdrawal payments. This gross amount is then discounted to present value 
using a market-determined, risk-adjusted discount rate approriate to the fund (AAS 
25, para. 53). Based on the actuary’s recommendations, employers (and in most 
cases employees) contribute to the plan at a certain rate of salaries. This rate 
may be periodically reviewed and adjusted, depending on the present funding posi- 
tion of the plan, and changes in investment performance and underlying actuarial 
assumptions. 

Superannuation plan assets are measured at net market values? (AAS 25, para. 
37), and therefore the assets reported at each balance date will vary in accordance 
with changes in market values and investment returns, as well as the increases and 
decreases associated with contributions received from members and employers, 
and benefits paid to members during the reporting period. Given the periodic 


7 Described in AAS 25 as the plan’s ‘liability for accrued benefits’. 
$ Net market value is defined as ‘the amount which could be expected to be received from the disposal 


of an asset in an orderly market after deducting costs expected to be incurred in realising the 
proceeds of such a disposal’ (AAS 25, para. 10). 
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variability of the amount of superannuation plan assets and accrued benefits, these. 
two items are unlikely to be equal at any point in time. This means that at any; 
balance date, if plan assets exceed accrued benefits, the plan is overfunded (in:> 
surplus), whereas if accrued benefits exceed plan assets the plan is underfunded (in:: 
deficit). Also, the variability in both the accrued benefits and assets measures ', 
means that the net plan funding position (surplus or deficit) can be highly volatile 
and unpredictable. 

The question of whether a superannuation plan surplus (deficit) represents an 
` asset (liability) of the sponsoring company and how to account for such assets 
_and liabilities is central to the controversy surrounding superannuation/pension 

accounting debates in Australia and overseas jurisdictions. ED 53 proposed that 
employers sponsoring DBPs recognize the difference between the net market value 
of plan assets and the present value of members’ accrued benefits as either an asset 
(where plan assets accrued benefits) or a liability (where accrued benefits exceed 
plan assets). ED 53 also proposed that accrued benefits and plan assets be meas- 
-ured according to the specifications of AAS 25, Financial Reporting by Super- 
annuation Plans, the accounting standard governing the financial reporting by the 
plans themselves. However, ED 53 proposed the added requirements of measuring 
accrued benefits annually at each reporting date, whereas AAS 25 requires meas- 
urement of accrued benefits at least triennially and does not specify the measure- 
ment date.’ 

The ED 53 proposals established a nexus between the superannuation plan’s 
funding position and the amount of superannuation expense recognized by the 
sponsoring company. Immediate recognition of all changes in the plan’s surplus 
or deficit inevitably results in a volatile superannuation expense (ASB, 1995). This 
volatility is due to the combined effects of measuring superannuation plan assets at 
net market value (which can vary significantly depending on the portfolio risk of 
plan investments), and variations in annual actuarial valuations of the accrued 
benefits liability (caused by changes in underlying assumptions, e.g., interest rates). 
Small changes in assumptions can materially affect the magnitude of the plan’s net 
position (ASB, 1995), and consequently the superannuation expense recognized by 
the sponsoring company. Depending on the direction of the period-to-period changes 
in the superannuation plan’s net position, the superannuation item included in the 
company’s reported profit or loss may swing between an expense and revenue. 
Furthermore, the net position could move between a surplus and deficit from 
year to year, merely because of changes in the market performance of underlying 


° That is, the actuarial valuation date does not have to coincide with the superannuation plan’s 
reporting date. 


1 This proposal differs from existing practice. Most companies with DBPs measure the superannu- 
ation expense as the amount of contributions made to the plan during the period and is usually 
based on the contribution rate (e.g., 9 per cent of salaries) recommended by the fund’s actuary. Any 
variations to this rate usually occur only every three years with triennial actuarial reviews and 
generally involve relatively small increases or decreases, based on the actuary’s revised estimates of 
the fund’s long-term funding position. Thus, the superannuation expense presently recognized by 
companies each period is a relatively constant amount compared to what it would have been had 
the proposals in ED 53 been included in AASB 1028. 
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superannuation fund assets (Archibald, 1980). Given this potential for introducing 
additional volatility to companies’ reported income, caused by an item over which 
companies have little control in the short term, it is not surprising that the domin- 
ant issues addressed by lobbyists on ED 53 related to the accounting for DBP 
proposals.” 

‘In a backdown from the proposals in ED 53 the subsequent accounting standard, 
AASB 1028, was issued without any requirements for the measurement and recog- 
nition of employers’ superannuation obligations. In reaching this decision the stand- 
ard setting authorities (the AASB and the Public Sector Accounting Standards 
Board [PSAB]) were clearly influenced by lobbying positions; they admitted that 
in light of the ‘many responses’ addressing these issues, further consideration was 
warranted prior to finalizing accounting standards for the recognition and meas- 
urement of employer’s superannuation obligations (Preface to AASB 1028).” As 
an interim measure, AASB 1028 requires only limited note disclosure of informa- 
tion about sponsored DBP liabilities and assets, drawn from superannuation plan 
accounts prepared in accordance with AAS 25. It is open to conjecture as to 
whether this information is of any value to users of company financial reports (Ang 
et al., 1999).* 

Appendix A summarizes the measurement, recognition and disclosures of 
defined benefit superannuation obligations that were proposed in ED 53, and the 
disclosure requirements under AASB 1028. 


CONTENT ANALYSIS OF LOBBYING SUBMISSIONS ON ED 53 BY 
PUBLIC COMPANIES 


Prior research has generally compared economic characteristics of lobbying versus 
non-lobbying companies in order to analyse incentives to lobby. The choice of 
characteristics examined typically draws upon arguments based in contracting cost 
theory—that companies lobby to minimize adverse consequences of mandated 
accounting policies on debt and management compensation contracts, and/or to 
minimize political costs (e.g., Watts and Zimmerman, 1978; Dhaliwal, 1982; Sutton, 
1984; Francis, 1987; Deakin, 1989; Mian and Smith, 1990). Because lobbying is a 


4 Lambert and Gallery (1996) similarly find this in an analysis of written submissions of eighty-three 
private sector lobbyists (as opposed to this study’s focus on the subset of public company submis- 
sions) on ED 53. Their analysis focuses on the types of arguments that may have influenced Australian 
standard setters in their decision to exclude superannuation recognition and measurement require- 
ments from AASB 1028. 


2 At the time AASB 1028 was issued (March 1994) the boards stated their intention to amend the 
standard after due consideration had been given to these issues; however, no changes have been 
made to date. Although the boards had been hoping to develop standards based on the inter- 
national standard LAS 19, Employee Benefits, they consider that the version of IAS 19 that was 
issued in March 1998 allows too many options that are unacceptable for adoption in an Australian 
accounting standard (AASB, 1998). 


It has been similarly suggested that concessions made by the profession with respect to AAS 25 


concerning reporting for superannuation plans led to the reporting of information of little value. 
See Klumpes (1994) and Gallery (1999) for discussions of the development of AAS 25. 
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costly activity, companies that lobby are also predicted to be larger because they 
are better able to capture the benefits of this activity (Olson, 1965; Sutton, 1984). 

This literature has been criticized on several grounds. Amershi et al. (1982) 
argue that, given the interrelated and sequential nature of the lobbying process, 
lobbying behaviour on a particular issue cannot always be relied on to reveal true 
preferences. It has also been suggested that lobbyists may omit or not directly 
address their concerns in submissions because their comments may be publicly 
unacceptable or may attract adverse economic or political repercussions (MacArthur, 
1988). While lobbying research has the advantage of pinpointing the preferences 
of particular entities for certain accounting methods at a particular point in time 
(Francis, 1987, p. 37), it can be difficult to determine an overall lobbying position 
because lobbyists may support parts of a proposal while opposing others. Prior 
studies have often classified lobbyists as ‘for’ or ‘against’ proposals; however, closer 
analysis of the contents of lobbyists’ submissions may reveal that the positions 
taken by the lobbyists are rarely so straightforward (Holthausen and Leftwich, 
1983, p. 104). Thus, studies that interpret submissions merely as ‘votes’ and ignore 
the substance of submissions arguably provide limited insights into the nature of 
political activity in the standard-setting process (Walker and Robinson, 1993, p. 9). 

This study adopts a more direct approach by analysing lobbying companies’ 
written submissions (stage one) to identify the factors of most concern to them." 
This analysis provides a basis for the subsequent hypothesis development (stage 
two) with respect to companies’ incentives to lobby on the proposals for employer 
reporting of superannuation commitments. Specifically, the relative importance of 
superannuation in the submissions (as distinct from other types of employee bene- 
fits) is ascertained and the aspects of the superannuation proposals of greatest 
concern identified. More generally, this approach can enable the researcher to 
determine the likely factors motivating lobbying behaviour, and consequently verify 
their relevance to accounting policy choices. Techniques such as the content ana- 
lysis applied here are useful in assessing lobbyists’ level of concern about the 
potential implications of a standard in a direct fashion. Reasons given for or against 
proposed accounting techniques can be identified, providing new insights into the 
potential effects of the standard.” 


Firm size is also used as a proxy for political costs. The two explanations are not empirically 
separable. 


3 Francis (1987) briefly considers the main issues raised in the submissions examined to classify firms 
as those with concerns about balance sheet or income statement effects. In the present study a 
considerably more detailed examination of lobbying arguments is‘conducted to inform the hypo- 
thesis development. 


6 Few Australian lobbying studies have attempted to examine associations between firm-specific 
characteristics and their decision to lobby in the standard-setting process. Two exceptions are stud- 
ies by Morris (1986) and Pacecca (1995). 


1 This idea has been previously suggested but not implemented in the literature (e.g., King and 
O’Keefe, 1986; MacArthur, 1988; McKee et al., 1991; Tutticci et al., 1994). 
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Method 

Content analysis has been described as a process of inquiry which ‘relies not on 
casual reading but on rather explicit counting and coding of particular lines of 
prose, of word usage, and of disclosure’ (Bowman, 1978, p. 65). In the context of 
examining the characteristics of lobbying companies’ submissions on ED 53, the 
aspects of concern are the issues and related arguments raised, the level of agree- 
ment with overall proposals, the length of the submission, and the type of language 
used. These aspects provide a direct and richer indication of lobbying positions 
than a simple ‘for’ or ‘against’ categorization, as well as providing insights into the 
adequacy of the method of treating submissions as ‘votes’, where each submission 
is given equal weighting. 

All public company submissions to the Australian Accounting Research Founda- 
tion (AARF) in response to the proposals in ED 53 are reviewed in order to 
understand which aspects were perceived to be most important and why. While 
there were 108 submissions made to AARF on ED 53, only thirty-three were from 
public companies." Analysis is restricted to those company submissions due to the 
difficulty of obtaining financial data and ascertaining the particular interests rep- 
resented by non-corporate entities (e.g., accounting firms).” A list of these com- 
panies appears in Appendix B; while the list is representative of a wide range of 
industries, note that a third of these companies belong to the mining industry. 

A review of the submissions reveals that a majority of the thirty-three companies 
opposed the superannuation measurement and recognition proposals in ED 53. 
Each of the submissions is analysed with regard to: (a) how important the super- 
annuation proposals in ED 53 were relative to the proposals relating to other types 
of employee benefits, and (b) which arguments were used most frequently with 
respect to superannuation-related proposals; the findings follow. 


The Relative Importance of Superannuation-Related Proposals in ED 53 

Approximate numbers of lines in submissions (both the number directly related to 
superannuation and the total) are counted to gauge the degree of interest taken in 
the ED 53 proposals relating to accounting for DBPs in sponsoring company 
financial reports. The results of this analysis are reported in Table 1. Panel A 
shows the number of submissions by bands of relative submission length devoted 
to this issue. Only three of the companies making submissions did not directly refer 
to superannuation-related proposals. Two of these three companies sponsor only 
defined contribution (rather than defined benefit) plans; since the ED 53 proposals 
did not significantly change existing practice for DCPs, these companies had little 
reason to take issue with the exposure draft superannuation proposals. Of the 
remaining companies (all of which sponsor DBPs), over 43 per cent devoted more 


18 A total of thirty-eight corporate (including five private company) submissions on ED 53 were 
received by AARF, representing 36 per cent of total submissions. Weetman et al. (1996) report that 
corporate lobbyists commonly comprise one-third to a half of all respondents. 


Other lobbyists included; public sector entities (25), various business and professional associations 


(11), superannuation service providers (11), accounting firms (10), individuals (10), private com- 
panies (5), superannuation funds (2), and a confidential submission (1). 
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TABLE 1 


REFERENCES TO SUPERANNUATION ISSUES IN THE SUBMISSIONS MADE BY 33 
PUBLIC LISTED COMPANIES LOBBYING IN RESPONSE TO ED 53 





Panel A: Percentage of submission lines directly referring to superannuation 





Direct references to Number of submissions Percentage of submissions 
DBPs as a percentage 
of total length 





G 
1-19 
20-29 
30-39 
40—49 
50-59 
60-69 
70-79 
80-89 
90-99 
100 
Total 


Ahem NUAN W HY W 


w 
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pa 
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Panel B: Number of submission lines directly referring to superannuation 


Number of lines Submissions Percentage of submissions 
0 3 9 
1-24 3 9 
25-49 14 42 
50-74 6 19 
75-99 l 2 6 
100-124 4 12 
>125 1 3 
Total 33 100 





than half of their submission length directly to the issue of accounting for super- 
annuation obligations.” 

It is possible that this analysis understates the emphasis placed on accounting for 
DBPs, as ED 53 included a range of proposals for a range of employee entitlements, 
for example, the requirement that liabilities be measured at their present values.” 


% In the rémainder of this article the terms ‘accounting for superannuation’ and ‘accounting for 
DBPs’ are used interchangeably. 

21 A possible broader concern was with the ‘back-door’ introduction of present value measurement 

into financial statements. If left unchallenged it could leave the way open for standard setters to 

justify the use of present value accounting in other standards. 
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A conservative approach is adopted in this study in that only direct references to 
superannuation are reported (in Table 1). That is, lobbying companies’ references 
to general measurement techniques (which affect all types of employee benefits) 
are not incorporated into the analysis. This means that the analysis understates the 
extent of lobbying companies’ concern about the effects of these measurement 
proposals on accounting for superannuation in particular. 

- Percentages of direct references to superannuation are not sufficient indicators 
in themselves. For example, while a submission may be fully directed at accounting 
for DBPs, it may only be ten lines long. It is, therefore, difficult to compare it to a 
very lengthy submission that may have devoted only 30 per cent to the issue of 
superannuation, but really argued for and against certain aspects of ED 53 in 
greater detail. Table 1, Panel B shows that not only did a majority of lobbying 
companies discuss superannuation in their submissions, but that the direct atten- 
tion they gave the issue (as indicated by number of lines) was significant. 


Arguments Most Frequently Used Against DBP Proposals 

Lobbying companies’ concerns were principally about three aspects of accounting 
for DBPs: recognition of a superannuation net asset/liability (plan surplus/deficit) 
in the financial statements; the measurement requirements for plan assets and 
accrued members’ benefits; and the treatment of changes in the net position of the 
plan. Each aspect is discussed in turn. 


Recognition The most frequently expressed view with respect to recognition was 
that there is no legal entitlement to any surpluses, or legal obligation to fund any 
deficits of the plan. Companies argued that the employer’s liability is usually lim- 
ited to the amount of vested benefits.” Some also argued that recognition of a 
liability was inappropriate as they could terminate the plan at any stage and had no 
obligation to fund a deficit, should it exist. With respect to plan surpluses, a sub- 
stantial proportion of lobbying companies asserted that recognition was unsuitable 
because the employer has no control over the way in which the surplus of the plan 
is to be utilized. A few also argued that industrial relations issues would prevent 
them from successfully appropriating any surpluses of the plan. Table 2, Panel A 
summarizes the frequencies of these arguments. It should be noted that some 
lobbying companies gave more than one reason for taking issue with the proposals 
and so are included in more than one category, thus frequencies reported in the 
table are not additive. While lobbying companies provided a range of arguments 
against the ED 53 proposals for recognition of superannuation surpluses and defi- 
cits, all those that suggested an alternative were unanimous in their preference for 
note disclosure, rather than balance sheet recognition. 


Measurement The proposed measurement rules attracted more attention. Table 2, 
Panel B summarizes the frequencies of the arguments against, and suggested altern- 
atives to, the measurement proposals. The requirement that plan assets be measured 


2 Vested benefits are benefits that are not conditional upon continued plan membership or any factor 
other than resignation from the plan (AAS 25, para. 10). 
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TABLE 2 


FREQUENCIES OF ARGUMENTS AND SUGGESTIONS PRESENTED BY PUBLIC 
COMPANIES LOBBYING IN RESPONSE TO ED 53 (N = 33). 





Panel A: Recognition of superannuation net asset (surplus) or liability (deficit) 


























n Percentage 
of submissions 
Arguments 
Employer has no legal obligation to fund the deficit, and/or no entitlement 
to appropriate the surplus 14 42 
Employer has no control over the fund surplus 6 18 
Proposals are inconsistent with overseas practice 2 6 
Obligation cannot be reliably measured, nor is there probable settlement 1 3 
Suggestion 
Any surplus/deficit should be disclosed in the notes to the balance sheet 9 27 
Panel B: Measurement of superannuation plan assets and liabilities 
n Percentage 
of submissions 
Plan assets: arguments 
Requirements disregard the long-term nature of the plan, and introduce 
unwarranted volatility to the accounts 9 27 
Requirements will adversely affect investment strategies 1 3 
Requirement is inconsistent with historical cost accounting 1 3 
Plan assets: suggestions 
Use an actuarially determined asset value 2 6 
Use a smoothed market value figure 1 3 
Plan liabilities: arguments 
Discount rates are too subjective and complicated 9 27 
Inconsistent with overseas practice 5 15 
Annual revaluation is too costly and impractical 10 30 
Plan liabilities: suggestions 
Conduct open debate to resolve the issue of whether to use historical 
cost or present value accounting 7 21 
Improve guidance on how companies should arrive at an appropriate 
risk-adjusted discount rate 5 15 
Panel C: Measurement of superannuation expense 
n Percentage 
of submissions 
Arguments 
The treatment will introduce too much volatility into the financial 
statements, resulting in an inadequate reflection of companies’ performance 27 82 
The proposed treatment is at odds overseas practice 18 55 
The proposed treatment will impact unfairly on the sponsoring 
company’s performance” 3 15 
Suggestion 
Amortize any changes in plan position 26 79 








* While this argument may appear the same as the first one listed, it is slightly different in that the 
companies are lobbying against the proposed treatment on the basis that the sponsoring company has 
no control over the plan’s actions. In contrast, the first argument emphasizes more the fact that the 


treatment is one which has the potential to introduce a great deal of volatility. 
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at net market values” was met with opposition on the grounds that this form of 
measurement ignores the long-term nature of the plan, and introduces unwarranted 
volatility into the employer’s financial statements. There was also a strong negative 
reaction to the proposed measurement of plan liabilities at present values. It was 
argued that implementation of present value accounting for liabilities would intro- 
duce subjectivity into the accounts, leading to decreased comparability between 
reporting entities and increased costs and complications. It was also claimed that 
the accounts would be harder to understand. Further, present value accounting 
was argued to be inconsistent with the historical cost measurement model. This issue 
was seen as deserving debate on a wider scale before implementing it as the meas- 
urement method for employee entitlements. The requirement that annual actuarial 
reviews of plan position be undertaken was considered too costly and impractical, 
particularly given the fact that actuarial reviews are only required on a triennial 
basis by legislation governing the operation of DBPs.” Note that most arguments 
used against the ED 53 proposals for the measurement and recognition of plan 
assets and liabilities were presented on a conceptual basis; few companies based 
their arguments on economic consequences issues. 


Treatment of Changes in Plans’ Net Position ED 53 proposed that any changes in 
the DBP’s net position between the beginning and end of the reporting period be 
reflected in the profit and loss statement of the sponsoring employer company.” 
This proposal drew a larger response than any other proposal relevant to DBPs, as 
indicated by the frequencies of respondents’ arguments and suggestions presented 
in Table 2, Panel C. Eighty-two per cent of public company respondents asserted 
that such a requirement ignored the long-term nature of superannuation plans and 
would introduce increased volatility into the accounts. Conformity with practice in 
the U.K. and the U.S., where pension expenses are ‘smoothed’ by allowing for 
systematic amortization of changes in plan position over an extended period, was 
urged.” There was concern that even small movements in plan position under the 
proposed measurement scheme could obscure the results of operations of employer 
companies. With only one exception, all respondents who used the increased volatil- 
ity argument suggested that some form of smoothing of the superannuation expense 
item should be allowed. 


B Net market value’ is defined in AAS 25 (para. 10) as ‘the amount which could be expected to be 
received from the disposal of an asset in an orderly market after deducting costs expected to be 
incurred in realising the proceeds of such a disposal’. 


A The Occupational Superannuation Standards Act 1987 was in effect at that time but has since been 
superseded by the Superannuation Industry (Supervision) Act 1993. Both require an actuarial re- 
view of DBPs at least every three years. 


For example, if a firm sponsored a DBP with $1.4 million surplus at the beginning of the year and 
a $1.1 million surplus at the end of the year, then the firm would be required to recognize the 
surplus as an asset in the balance sheet, and the $300,000 change in the surplus during the year 
would be part of the superannuation expense included in the reported profit/loss for the year. 


Lobbyists who used the ‘inconsistent with overseas practice’ argument seemed to do so selectively 
in that none advocated that actuarial valuations be performed annually (es required in the U.S.) 
rather than triennially. 
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Summary The arguments against superannuation asset/liability measurement aiid 
recognition issues were generally made on a conceptual basis, while those in opposi? 
tion to the expense measurement proposals, focused on the potentially adversé 
income statement effects of the proposed standard.” Overall, the above analysis 
indicates that while lobbyists expressed concerns about the conceptually undesir- 
able aspects of balance sheet recognition of a superannuation asset/liability, they 
were predominantly concerned with the potential for increased volatility in re- 
ported income. This is seen in both the direct references to the latter in response to 
the proposed treatment of superannuation expense, as well as in the arguments put 
against the treatment of superannuation assets and liabilities. The potential for 
increased volatility in underlying plan assets and liabilities (and by implication, in 
reported income) featured prominently in the submissions. Thus, it appears that 
lobbying companies were more concerned with potential income statement effects 
of the ED 53 proposals than balance sheet effects. 


INCENTIVES TO LOBBY ON PROPOSED SUPERANNUATION 
ACCOUNTING STANDARDS 


The preceding analysis of corporate submissions on ED 53 provides insights into 
the possible incentives that may have influenced companies in their decision to 
lobby (as opposed to companies that did not lobby). To assess whether ED 53 
lobbyists raised genuine concerns about the proposals (as opposed to ‘smokescreen’ 
arguments), hypotheses are developed about income volatility (the major concern 
expressed in the submissions), as well as other company-specific factors which 
might indicate incentives to lobby. These factors are company size, leverage and 
net position of the sponsored DBP, and are derived from the typical contracting 
cost arguments utilized in related U.S. studies on proposed changes to pension 
accounting rules in that country. The results of those studies are briefly described 
next. 

Two studies have examined lobbying in the pension accounting standard setting 
process in the U.S. Francis (1987) considers the comment letters of companies who 
responded to Preliminary Views (FASB, 1982), a document which presented the 
FASB’s position on employer accounting for DBPs.¥ He tests for associations 
between lobbying behaviour and company-specific factors: size, net pension liabil- 
ity (or asset) and pension expense. Both company size and the potential for adverse 
effects on the balance sheet and the income statement are found to explain the 
decision to lobby. Ndubizu et al. (1993) examine lobbying behaviour pursuant to 
the Exposure Draft which followed Preliminary Views. In addition to the hypotheses 


7 Arguments that the proposals are inconsistent with overseas practice do not necessarily infer that 
lobbyists consider the proposals are conceptually unsound. 


2 Saemann (1995) notes that the FASB issuing ‘Preliminary Views’ was unusual in that such a docu- 
ment has not been used in the due process prior to, or indeed since, SFAS 87. This added step in the 
due process suggests that the FASB anticipated that the pension accounting proposals would be 
controversial. 
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examined by Francis (1987), they analyse the importance of earnings volatility on 
corporate lobbying behaviour. Their results are consistent with those of Francis, 
finding that lobbying companies are larger, more highly levered and have a propor- 
tionately higher pension expense than non-lobbyists. Additionally, they find that 
lobbying companies have higher earnings volatility. 

While there are many parallels between the U.S. and Australian experiences 
in the respective standard setters’ attempts to regulate pension/superannuation 
accounting,” the similarities do not necessarily translate into common incentives 
for companies in each jurisdiction to lobby. Institutional differences between the 
Australian and U.S. superannuation/pension systems could bring about differences 
in incentives to lobby. A major institutional difference is the more mature, complex 
and stringent pension legislation operating in the U.S., with statutory insurance 
guaranteeing pension benefits in the event of termination of underfunded plans. In 
contrast, Australian superannuation legislation is relatively new with limited provi- 
sions relating specifically to DBPs, providing no insurance protection of benefits. 
Furthermore, the U.S. legislation imposes a statutory obligation on employers to 
fund plans and establishes a lien over the sponsoring company’s assets. Australian 
legislation does not require employer-sponsors to fund promised defined benefits, 
nor does it create any claims on the employer-sponsor’s assets in the event of 
termination of an underfunded plan. Other significant institutional differences 
include the timing and frequency of actuarial valuations, funding arrangements 
and fund governance structures. Appendix C provides further details of these differ- 
ences. Different regulatory and operating environments probably explain why very 
few Australian DBPs are underfunded (in deficit), whereas the incidence of 
underfunding in U.S. plans is relatively common.” 


Types of Superannuation Plans Sponsored by Lobbyists 
The content analysis of submissions on ED 53 revealed that corporate lobbyists 
were most concerned about the proposed accounting treatment of superannuation 


The intense lobbying on U.S. pension accounting proposals in the early 1980s resulted in an FASB 
standard with significant compromises on key issues. SFAS 87 was described as the most complex 
accounting standard issued in the U.S. with complicated calculations to determine both the pension 
expense and the pension obligation to be recognized and/or disclosed. The standard allows smooth- 
ing of both pension assets and liabilities (accrued benefits) and requires only minimal amounts to be 
actually recognized in the financial statements; the major change was merely the requirement for 
more disclosure of standardized measures of pension obligations (Miller, 1987). This experience was 
largely mirrored in Australia where lobbyists also used arguments similar to those that had influ- 
enced the FASB to significantly modify their proposals (Lambert and Gallery, 1996). The Austral- 
ian standard setters also backed down on their initial proposals by deciding to issue AASB 1028 
without any superannuation measurement or recognition requirements. They also deferred the 
issue for consideration and decision at a later unspecified date. As noted previously, AASB 1028 
has not yet been amended and no other pronouncement on employers’ superannuation accounting 
has been issued. 


% Schroeder (1993) reports that 15 per cent of U.S. plans were underfunded in 1993. In contrast, Ang 
et al. (1999) find that, in 1995, only one of the defined benefit plans sponsored by the top 200 
Australian companies was underfunded, Differences in actuarial practices between Australia and 
the U.S. may also explain differences in the relative funding positions of DBPs in the two countries. 
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entitlements (as opposed to other types of employee entitlements). Furthermore, 
they were principally concerned with the proposed accounting requirements for 
defined benefit plans (DBPs). Thus: 


Hi: Lobbying companies are more likely than non-lobbying companies to sponsor 
defined benefit plans rather than defined contribution plans only. 


Since the ED 53 proposals would have financial statement consequences only for 
companies with exposure to DBPs, all subsequent hypotheses are confined to the 
lobbying incentives of these companies. 


Income Volatility 

The proposals in ED 53 would have affected reported income of companies spon- 
soring DBPs in two ways. First, the proposed rules would have reduced the flexibil- 
ity available to management with respect to the measurement of superannuation 
expense,” which would include the change in the net position of the sponsored 
superannuation fund (i.e., superannuation fund assets less the fund’s liability for 
accrued benefits).** Second, this measure would have increased volatility in the 
superannuation expense item and, hence, net income.” 

As noted in the previous section, over 80 per cent of lobbying companies argued 
that the ED 53 proposals would increase volatility in companies’ reported income, 
suggesting these companies prefer a smooth income stream. This is consistent with 
the income smoothing literature which suggests that managers view earnings vari- 
ability as undesirable, and will attempt to dampen earnings fluctuations around some 
level of earnings which is considered to be normal for the company (Ronen and 
Sadan, 1981; Scott, 1991). Managers’ motivation to smooth income is influenced by: 
both perceptions of external users of companies’ financial reports, as well as com- 
pensation bonus schemes that tie managers’ rewards to reported earnings (Ronen 
and Sadan, 1981). 

Earnings volatility/uncertainty affects the market’s assessment of company risk and 
has implications for the valuation of the company. Thus, managers have incentives 


3 Loss of flexibility with respect to the reported pension expense was also a concern of companies 
lobbying against the U.S. pension proposals that led up to SFAS 87 (Miller, 1987; Wolk et al., 1992). 


At present the amount of superannuation expense recognized is simply the amount of cash contribu- 
tions actually made (or committed) each year, usually based on the actuaries’ recommended rate 
of contributions. If ED 53 proposals had been adopted; however, the superannuation expense 
reported by companies would have been the amount of contributions plus or minus the change in 
the sponsored fund’s net position. Thus management’s flexibility in determining the amount of 
superannuation expense recognized each reporting period would have been reduced. 


8 Note that the submissions on ED 53 consistently argued this. In order for this not to be true (that is, 
for the change in recognition of superannuation expense to smooth rather than increase the volatil- 
ity of income), the change in superannuation net position would have to be negatively correlated 
with changes in net income. We have no reason to believe that this would systematically be the case. 
In support of this view note that the U.K. Accounting Standards Board (ASB, 1995, para. 44) states 
that ‘where all changes in surplus and deficiency are recognized immediately there will inevitably be 
a volatile pension cost’. 
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to smooth income to reduce the actual or perceived riskiness of the company 
(Moses, 1987; Michelson et al., 1995; Bitner and Dolan, 1996; Barth et al., 1997). 
Trueman and Titman (1988) suggest that, independent of risk aversion, managers 
have incentives to smooth income so as to influence various claimants of the com- 
pany in their estimates of the variability in the company’s underlying earnings 
process. This will lead to a lower assessment of the probability of bankruptcy, thus 
decreasing the company’s cost of borrowing. Furthermore, in situations where man- 
agers’ remuneration is tied to accounting outcomes, there are incentives to mani- 
pulate the accounting numbers to report smooth performance results (Lambert, 
1984; Healy, 1985; Francis, 1987; MacArthur, 1993; Gaver et al., 1995). The super- 
annuation accounting requirements as proposed by ED 53 would have resulted in 
managers losing flexibility in choosing how to measure superannuation expense, 
and consequently reduced opportunities for managers to smooth reported income 
to achieve bonus plan targets. 

In the presence of these market-induced and remuneration-linked motivations 
to report smoothed earnings, managers of companies that already have relatively 
large fluctuations in their income stream have incentives to lobby against proposed 
accounting changes that will potentially cause further increases in income variabil- 
ity. Thus: 


H2: Among companies that sponsor defined benefit plans, lobbying companies 
have higher income volatility than non-lobbying companies. 


Balance Sheet Recognition of Superannuation Asset/Liability 

ED 53 proposed that the net funding position—the difference between the assets 
of defined benefit plans (net of disposal costs) and the liability for accrued mem- 
bers’ benefits—be recognized in the sponsoring company’s balance sheet as an 
asset (surplus) or a liability (deficit). Depending on the relative magnitude of the 
net superannuation asset/liability, the potential effect of recognition is to signific- 
antly change balance sheet ratios. Both Francis (1987) and Ndubizu et al. (1993) 
report that a substantial number of (lobbying) companies in the U.S. expressed 
concerns about the negative effect of pension liability recognition on leverage. 
Francis (1987) finds a statistically significant association between lobbying and 
pension funding position in that the net pension liability of lobbying companies 
was larger than that of non-lobbying companies.” 

While pension plan underfunding is common among U.S. companies, evidence 
indicates that the vast majority of Australian defined benefit plans are overfunded 
(SSCS, 1992; Ang et al., 1999). This probably explains why fewer ED 53 respond- 
ents commented on adverse balance sheet effects. Given that Australian companies 
would have recognized an asset under the ED 53 proposals, it is not clear whether 
the funding positions of their superannuation plans would have influenced their 
decision to lobby. To the extent that plan funding positions did influence lobbying 


* Francis (1987) reports that the proportion of firms in his sample with pension liabilities was 14 per 
cent, with the same proportion for lobbyists and non-lobbyists. 
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behaviour, it is predicted that lobbying companies have a relatively smaller super- 
annuation asset. This is predicated on the observation that the closer the ratio of 
accrued benefits to plan assets is to one (i.e., the smaller the net asset position), 
the more likely it is that accrued benefits will exceed plan assets (surplus flips to 
deficit) in the future. Thus: 


H3: Among companies that sponsor defined benefit plans, the nèt superannuation’ 
asset of lobbying companies is smaller than that of non-lobbying companies. 


Furthermore, in the presence of material superannuation liabilities, companies 
with debt covenants in place risk default if their leverage levels are already high.” 
Companies that are not close to breaching any covenants but nevertheless have 
fairly high levels of debt may also oppose the proposed standard because it has the 
potential to raise contracting costs in the future. Thus: 


H4: Among companies that sponsor defined benefit plans, lobbying companies 
have higher leverage ratios than non-lobbving companies. 


Company Size 

Following Olson (1965), Sutton (1984) argues that larger companies have eco- 
nomic incentives to lobby because they are wealthier than smaller companies, and 
therefore, their expected total benefits from lobbying are generally large enough to 
outweigh the costs. Watts and Zimmerman (1978) argue that because large com- 
panies are more politically visible, company size proxies for political costs. While 
Ball and Foster (1982) caution against the use of size as a proxy for political costs, 
increased income volatility may present special problems for large companies in 
that they are likely to incur additional political costs (e.g., through union demands, 
limitations imposed through price controls) during periods of high profits (Kelly, 
1982; MacArthur, 1993). Francis (1987) suggests that, subject to the existence of 
the company size — political costs relationship, tests of company size in a lobbying 
context are joint tests of companies’ economic incentives to lobby and the political 
costs of lobbying. Thus, 


H5: Among companies that sponsor defined benefit plans, lobbying companies 
are larger than non-lobbying companies. 


Data and Research Method 

The task in the second stage of this study is to compare the predicted character- 
istics between lobbying and non-lobbying companies, requiring a sample of non- 
lobbying companies. Recall that hypothesis one requires a comparison of lobbying 
behaviour of companies sponsoring at least one defined benefit plan with those 
sponsoring defined contribution plans only. All subsequent hypotheses require 
comparisons of economic characteristics between lobbying and non-lobbying com- 
panies within a sample of companies with at least one defined benefit plan. Thus, 


* High leverage has previously been shown to proxy for closeness to debt constraints and other 
factors such as investment opportunities (Press and Weintrop, 1990; Scott, 1991). 
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two samples of lobbying and non-lobbying companies are required. The process of 
sample selection for the testing of hypotheses is described below. 


Sample for Hypothesis 1 The initial sample was drawn from the top 150 public 
companies (ranked by niarket capitalization) on 30 June 1995, the effective applica- 
tion date of AASB 1028. Annual reports were available for 137 of the top 150. Of 
these 137 companies, 14 were not listed public companies in 1991, 1 is not an 
Australian company and 20 made no mention of their accounting policies with 
respect to superannuation. This left a sample of 102 companies, 68 sponsoring at 
least one defined benefit plan and 34 sponsoring only defined contribution plans. 
These 102 companies were cross-checked against those that made submissions in 
response to ED 53, to identify 22 companies in this sample which had lobbied 
(21 with at least one DBP, and 1 with DCPs only). The remaining 80 are classified 
as non-lobbying companies (47 with at least one DBP and 33 with DCPs only). 


Sample for Hypotheses 2 to 5 Hypotheses 2 to 5 require a sample made up of 
companies that (a) were in the top 150 at June 1995, (b) are domiciled in Australia 
(and, therefore, have to comply with Australian reporting requirements), (c) sponsor 
DBPs and (d) disclose sufficient information for our data requirements.” Fifty- 
eight companies (21 lobbying,” 37 non-lobbying) meet these requirements and 
constitute the final sample used to test H2 through to H5. The lobbying companies 
are a subset of the population of public companies that lobbied on ED 53 and are 
marked with an asterisk in Appendix C. 


Research Method A chi-square test is used to explore .H1. With respect to H2 
through to H5, univariate tests are performed for between group (lobbying vs non- 
lobbying) differences in the explanatory variables. 

In accordance with the expectation that the predominant factor that influenced 
the decision to lobby on ED 53 was the potential effect on income volatility (H2), 
and that larger companies prefer a smooth income stream (H5), a logistic regres- 
sion model is estimated to test for differences in earnings volatility between lobby- 

-ing and non-lobbying companies, while controlling for company size. Also, given 
the findings of U.S. pension accounting studies, and suggestions in the lobbying 
literature that lobbyists possibly do not disclose their ‘true’ concerns, balance sheet 
incentives to lobby (H3 and H4) are also incorporated into the model: 


% To be included in the sample, firms had to have been listed on the Australian Stock Exchange in 
1991, the year that ED 53 was issued. 


Examples of insufficient disclosure include total omission of any financial data (some companies 
revealed only that they had plans, others simply that the assets of the plan were sufficient to meet 
any liabilities), disclosure of some data (e.g., net market values of plan assets, and vested benefits, 
but no figure for accrued benefits), or disclosure of complete data for only some of the plans in 
place. 


Twelve of the thirty-three lobbying companies had to be removed from the sample because they did 
not meet the requirements: one was not in the top 150 at June 1995; six are not domiciled in 
Australia; two do not sponsor DBPs (one of which also was not in the Top 150 at June 1995); two 
companies were delisted prior to June 1995; and one disclosed insufficient data. 
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TABLE 3 


FREQUENCIES OF LOBBYING/NON-LOBBYING COMPANIES CROSS-TABULATED 
WITH TYPE OF SUPERANNUATION PLAN SPONSORED 


Type of superannuation plan/s Lobbying companies Non-lobbying companies Total 








sponsored by the company 

Defined benefit plan 21 47 68 
Defined contribution plan 1 33 34 
Total 22 80 102 


= 10.46, p = 0.001 


* Includes the 10 companies which disclosed they sponsor DBPs but did not disclose sufficient informa- 
tion to include in the sample to test H2 to HS. Inclusion of these companies in the vais aac test biases 
the test against finding a significant result. 


L = By + B,INCVOL + B,SIZE + B;NETSUP + B,LEV 


where L= Lobbying (1) or non-lobbying (0), 
INCVOL = Standard deviation of earnings per share for five years from 
1989 to 1993, 
SIZE = Total sales (millions), 
NETSUP = Net superannuation asset (liability)/total assets, and 
LEV = Total liabilities/total assets. 


Variable Measurement While ED 53 was issued in 1991, the subsequent standard 
AASB 1028 did not take effect until 30 June 1995. Due to the negligible disclosure 
on superannuation plans sponsored by companies prior to this date, superannu- 
ation plan (NETSUP) data are only available for 1995 and subsequent years. To be 
consistent with the measurement date for this item, other financial statement data 
(SIZE and LEV) are also collected from annual reports from the first reporting 
period ending on or after 30 June 1995. The sensitivity of the reported results to 
the choice of measurement date for SIZE and LEV is also examined. 

INCVOL is measured over the five years that include the three years prior to the 
ED 53 lobby period, the year of lobbying and the year following the lobby period. 
The sensitivity of the reported results to this choice of time period is also investigated. 


ANALYSIS OF RESULTS 


H1 is tested using a chi-square test of association between lobbying and non- 
lobbying companies and whether they sponsor DBPs or DCPs. A cross-tabulation 
of the frequencies and chi-square results are shown in Table 3. Consistent with H1, 
there is a higher incidence of lobbying companies sponsoring defined benefit rather 
than defined contribution plans (y= 10.46, p =0.001). Among the non-lobbying 
companies there is a more even distribution of type of plan sponsored. This evid- 
ence is consistent with the expectation that companies with DBPs had a greater 
incentive to lobby to forestall potentially adverse financial statement effects of the 
relevant ED 53 proposals. 
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TABLE 4 


DESCRIPTIVE STATISTICS AND UNIVARIATE TESTS ON EXPLANATORY VARIABLES 
FOR THE DECISION TO LOBBY OR NOT LOBBY ON THE ED 53 PROPOSALS 








Lobbying (L) Non-lobbying 
(n=21) (NL) (n= 37) 
Variable Prediction Mean Minimum Mean Minimum Mann- Probability 
std dev maximum std dev maximum Whitney (one-tailed) 
Z-statistic 
INCVOL L>NL 21.11 1.41 10.96 1.86 2.484 0.007 
17.26 76.73 8.83 36.84 
NETSUP L<NL 0.010 0.000 0.015 —0.000 —0.558 0.288 
0.013 0.058 0.021 0.094 
LEV L>NL 0.583 0.306 0.487 0.265 2.027 0.020 
0.175 0.949 0.148 0.939 
SIZE L>NL 5,420 283 1,617 136 3.115 0.001 
5,415 19,124 1,389 4,941 


Descriptive statistics and univariate tests for the variables relevant for H2 
through to H5 are reported in Table 4. As predicted, INCVOL, SIZE and LEV are 
significantly different between lobbying and non-lobbying companies. Consistent 
with H2, earnings volatility INCVOL) of lobbying companies is almost twice that 
of non-lobbying companies (Z = 2.484, p = 0.007). The results also support H4 in 
that lobbying companies have an average leverage ratio (LEV) of 0.583 which is 20 
per cent higher than that of the non-lobbying companies at 0.487 (Z=2.027, 
p = 0.020). Volume of sales (SIZE) of lobbying companies is more than three times 
greater than non-lobbying companies (Z = 3.115, p =0.001), providing support for 
HS which predicts that lobbying companies are larger. However, the univariate 
results do not support H3—the between-group difference for the net superannu- 
ation asset/liability (NETSUP) is not statistically significant. Thus, the relative 
funding position of the DBPs sponsored by lobbying companies does not appear to 
have influenced companies’ decision to lobby. This result is not surprising, given 
that in all cases except one,” supérannuation plan assets exceed the liability for 
accrued benefits (net surplus) and, therefore, companies would have recognized a 
superannuation asset. Also, NETSUP (size of the superannuation asset/liability as 
a ratio of companies’ total assets) does not appear to be material, with a mean 
value of 1 per cent for lobbying and 1.5 per cent for non-lobbying companies. 

Table 5 presents the results of the logistic regression model while Spearman tests 
for correlations between the independent variables are presented in Table 6. 

The results in Table 5 show that the model is statistically significant (x? = 19.81, 
p=0.001). A rough approximation of the predictive efficacy of the model is indic- 
ated by the logistic regression R? statistic (Demaris, 1992) shown as 0.26. The 


% Note from Table 4 that the one exception is a non-lobbying firm and its NETSUP is a very small 
negative number. 
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TABLE 5 Peres 


LOGISTIC ANALYSIS OF THE DECISION TO LOBBY (n = 21) OR NOT LOBBY (n = 37): 
ON THE ED 53 PROPOSALS 


L =, +B, INCVOL + B, SIZE + B, NETSUP + 8, LEV 











Variable Predicted sign Coefficients 
{asymptotic t-statistics) 
INCVOL + 0.058 
(1.816)* 
SIZE + 0.001 
(2.112)* 
NETSUP - -8.791 
(-0.420) 
LEV + 0.248 
. (0.094) 
Constant ~2.426 
: (—1.726)* 
Model x? 19.81 
Significance 0.001 
Percent correctly classified 74.14 
Logistic regression R?* 0.261 


` * Significant at the 0.05 level (one-tailed) 
* The predictive measure of the logistic regression is based on the log likelihood. The initial -2 log 
likelihood is analogous to the total sum of squares in linear regression, and the estimated -2 log 
likelihood is analogous to the residual sum of squares (Demaris, 1992). Thus the pseudo R? measure for 
logistic regression is: 
R= (-2 Initial Log Likelihood) — (-2 Estimated Log Likelihood) 
—2 Initial Log Likelihood 


TABLE 6 


SPEARMAN CORRELATION COEFFICIENTS (P-VALUES*) 
FOR EXPLANATORY VARIABLES 





INCVOL SIZE NETSUP LEV 

INCVOL 1.000 0.245 0.119 0.172 
(0.064) (0.374) (0.196) 

SIZE 1.000 0.056 0.565 
(0.676) (0.000) 

NETSUP 1.000 -0.123 
(0.358) 


LEV 1.000 


* Two-tailed probabilities 
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coefficients on INCVOL and SIZE are statistically significant and in the predicted 
direction. Although LEV is significant in the univariate analysis, it is not statistic- 
ally significant in the multivariate analysis. NETSUP is not statistically significant 
in either the univariate or the multivariate analyses. These results suggest that 
company size (political costs) and income variability, rather than balance sheet 
factors, dominated the decision to lobby.” 

With the exception of LEV, the logistic regression results are consistent with 
the univariate test results. Possible reasons for the differing results for LEV are 
explored by investigating whether there are interactive effects between leverage 
and INCVOL and/or SIZE. The model is re-estimated by first including the three 
variables other than INCV OL, and then conducting another test including the three 
variables other than SIZE. In both tests LEV is not significant, while both INCVOL 
and SIZE remain significant. This suggests that while lobbying companies tend to 
have high leverage, it is not a significant factor in companies’ decision to lobby, 
when controlling for size or earnings volatility. 

The overall conclusion that is drawn from the preceding logistic regression analysis 
is that the factors that dominated companies’ decision to lobby on ED 53 are their 
size and a desire to avoid even higher (and largely uncontrollable) income variabil- 
ity. While some firms comment on the potentially adverse balance sheet effects, 
these effects do not appear to be influential in the decision to lobby. That is, 
balance sheet effects do not statistically differentiate lobbying from non-lobbying 
firms. These results are consistent with a greater number of lobbying companies 
expressing concerns about income statement effects, rather than balance sheet 
effects, in their ED 53 submissions. 

These findings are not consistent with previous U.S. studies that examined lobby- 
ing behaviour on proposed pension accounting standards. Francis (1987) finds that 
both company size and the pension assets/liability were significant explanators 
while Ndubizu et al. (1993) find that company size, leverage and earnings volatility 
were all significant in relation to the lobbying decision. Thus, while U.S. evidence 
shows that lobbyists were influenced by both income statement and balance sheet 
effects, the results of this study indicate that only the income statement effects 
were important in the Australian context. 

Differences in findings between this study and similar U.S. studies are probably 
explained by institutional differences. As highlighted in Appendix C, Australian 
superannuation plans and U.S. pension plans significantly differ in both their nature 
and the regulatory environments in which they operate. One significant difference 
is that it is relatively more common for U.S. companies’ defined benefit plans to be 
underfunded compared to their Australian counterparts. Furthermore, the net 
superannuation asset/liability that would have had to be recognized on the balance 
sheet by Australian companies is not material, with lobbying companies averaging 
a superannuation surplus of 1 per cent of total company assets, and non-lobbying 
companies averaging a 1.5 per cent surplus. In comparison, Francis’ (1987) sample 
%4 In a similar model based only on income volatility and size as independent variables, both are 


statistically significant at similar levels with a model R? of 0.26. Thus, the addition of balance sheet 
variables in the reported model does not increase its explanatory power. 
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of U.S. companies shows that the amounts are material, with lobbying and non- 
lobbying companies respectively averaging a deficit of 8.9 per cent and 5.4 per cent 
of company assets. Given such disparity in relative funding of sponsored plans, it is 
not surprising that balance sheet effects were influential in the lobbying decision of 
U.S. companies, but not so for Australian companies. 


Sensitivity Analysis The sensitivity of the reported results to the measurement of 
SIZE and LEV as at 30 June 1995, rather than at the time of lobbying in 1992, is 
tested. Recall that this choice was made to maintain consistency with the measure- 
ment date for NETSUP, data for which is unavailable before 1995. Recognizing 
that the lobbying companies’ financial characteristics may have been different at 
the time of lobbying (late 1991 to early 1992), all tests are replicated based on 1992 
data for SIZE and LEV. The results of these replications are consistent with those 
reported using 1995 data, suggesting that the relative size and leverage of the 
companies in the sample are stable over time. 

To test whether the reported results are sensitive to the period over which 
INCVOL is estimated, INCVOL is recalculated using company earnings reported 
for the five years from 1988 to 1992 (the lobbying year and the four prior years). 
Alternative measures of SIZE (natural log of assets and natural log of market 
capitalization) are also used in the sensitivity analysis. The alternative measures of 
INCVOL and SIZE do not change the inferences drawn from the logistic regressions. 


SUMMARY AND CONCLUSIONS 


Superannuation accounting is a highly controversial issue, which is reflected in the 
Australian standard setters’ decision to drop the ED 53 recognition and measure- 
ment proposals for superannuation assets, liabilities and expense from AASB 1028 
in response to lobbying pressure. Instead, the standard requires only limited dis- 
closure of superannuation information in notes to sponsoring companies’ accounts. 
This is a unique achievement for lobbyists, as never before have Australian stan- 
dard setters released a standard expressing an intention to make specific changes 
to it in the future (Lambert and Gallery, 1996, p. 2). The fact that lobbyists’ efforts 
were so successful makes an investigation of the factors that impelled them to 
lobby particularly interesting. 

This study has used a two-stage process to examine the incentives for public 
companies to lobby against the ED 53 proposals on superannuation accounting. 
First, an analysis of written submissions made by public companies reveals that 
lobbyists were predominantly concerned with the issues relating to defined benefit 
superannuation plans and the adverse effects of the proposals on income volatility. 
A comparison of the types of superannuation plans sponsored by lobbying com- 
panies with a sample of non-lobbying companies found that significantly more lobby- 
ists sponsored defined benefit plans than non-lobbyists did. Second, a comparison 
of the economic characteristics of lobbying versus non-lobbying companies reveals 
systematic differences in income volatility and size, but not leverage and net fund- 
ing position of the sponsored superannuation plan. Lobbying companies were found 
to be larger and’ have higher income volatility than non-lobbying companies. 
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These findings have important implications for both lobbying tesearch and the 
standard setting process. This is the first (known) Australian lobbying study that 
attempts to link the content of exposure draft submissions with potential effects of 
the accounting proposals on lobbyists’ financial statements. The findings demon- 
strate that examination of associations between the content of lobbying companies’ 
written comments and company-specific characteristics provides more meaningful 
explanations of incentives to lobby. Differences between the findings reported here 
and similar U.S. pension accounting lobby studies are explained by institutional dif- 
ferences. Such differences provide fair warning to researchers about the importance 
of giving due consideration to institutional factors when conducting similar studies 
across jurisdictions, or in generalizing results from one jurisdiction to others. 

Another implication of the findings relates to whether lobbying companies ‘truth- 
fully’ reveal their concerns about particular accounting issues. Amershi et al. (1982) 
state that, given that lobbying on any particular issue is part of an ongoing process 
(of lobbying) on a whole sequence of issues, the relationship between lobbyists’ 
preferences on a particular issue and their behaviour on that issue may not be clear; 
accordingly, they claim that lobbying behaviour cannot always be relied on to reveal 
preferences. MacArthur (1988) suggests that lobbyists may omit or not directly 
address their concerns in submissions because their comments may be publicly 
unacceptable or may attract adverse economic or political repercussions. Walker 
and Robinson (1993) suggest that such issues present difficulties in the interpretation 
of written submissions. However, at least in the case of the superannuation account- 
ing proposals, the findings of this study demonstrate that there are links between 
the stated concerns of lobbying companies and their actual economic circumstances 
—the types of arguments put forward by lobbying companies reflected their real 
concerns. They had strong views on the potential for increased income volatility in 
the ED 53 proposals and were not reticent in putting their objections forward. 

The findings here have implications for the due process in that standard setters 
should not assume that lobbying companies are representative of all companies 
affected by proposed accounting standards (Francis, 1987). The evidence presented 
here indicates that lobbying and non-lobbying companies are different in terms of 
both size and income variability. Although it is not known to what degree the 
AASB’s deliberations were influenced by public company submissions, nor which 
of the arguments put by lobbying companies were deemed compelling, there can 
be little doubt that the lobbying process was influential. 
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APPENDIX A 


SUMMARY OF MEASUREMENT, RECOGNITION AND DISCLOSURE 
OF DEFINED BENEFIT SUPERANNUATION OBLIGATIONS UNDER 


ED 53 AND AASB 1028 





ED 53 proposals 


AASB 1028 requirements 





Measurement and recognition 


Superannuation asset/ 
liability (balance sheet) 


Superannuation 
expense (profit and 
loss statement) 


Disclosure 


Superannuation assets 


Accrued benefits 


Net superannuation 
asset/liability 


Superannuation 
expense , 


Difference between the present 
value of employees’ accrued 
benefits and the net market 
value of plan assets as at the 
employer’s reporting date 
Change in the superannuation 
asset/liability during the 
reporting period 


Description and corresponding 
amounts of the major classes 
of assets held in sponsored 
superannuation plans 


None 


Aggregate defined benefit 
superannuation liabilities 

The amount of assets (if any) 
recognized in relation to 
sponsored superannuation plans 
Ageregate superannuation 
expense 


None 


None 


The following information 
which has been determined 
in accordance with AAS 25, 
Financial Reporting by 
Superannuation Plans, as at 
the date of the most recent 
financial report of the plan: 
Net market value of plan 
assets 


Accrued benefits" 

Vested benefits 

Difference between accrued 
benefits and superannuation 
plan assets’ 

Any amounts recognized 


Any amounts recognized 


" This amount may be at a value that was determined up to four years prior to the company’s 
reporting date, given that superannuation funds are not required to have actuarial valuations 
of accrued benefits conducted more frequently than every three years, and that a fund’s 
reporting date may differ from the sponsoring company’s reporting date. 
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APPENDIX B 


PUBLIC COMPANIES THAT LOBBIED ON ED 53 





Company Name 


Industry 





Amcor Ltd* 


Australian & New Zealand Banking Group Ltd* 
Australian Gas Light Company* 


Bank of Queensland Ltd 
BP Australia Ltd 
Bridgestone Australia Ltd 


Broken Hill Proprietary Company Ltd* 


BTR Nylex Ltd 


Burns, Philp & Company Ltd* 


Chemplex Australia Ltd 
Coles Myer Ltd* 


Commonwealth Bank of Australia 


CSR Ltd* 

Esso Australia Ltd 
Howard Smith Ltd* 
ICI Australia Ltd* 
Leighton Holdings Ltd* 


Lend Lease Corporation Ltd* 


Mayne Nickless Ltd* 


National Australia Bank Ltd* 


News Corporation Ltd* 
Oakbridge Ltd 

Pacific Dunlop Ltd* 
Pancontinental Mining Ltd* 
Pasminco Ltd (1996)* 
Samuel Taylor Ltd 

Santos Ltd* 

Shell Australia Ltd 

Spotless Group Ltd 
Thomas Cook Ltd 


Western Mining Corporation Holdings Ltd* 
Westpac Banking Corporation* 


Woodside Petroleum Ltd* 


Paper and packaging 
Banks and finance 
Miscellaneous services 
Banks and finance 

Oil and gas 
Miscellaneous industrials 
Diversified resources 
Diversified industrials 
Food and household 
Chemicals 

Retail 

Banks and finance 
Building materials 

Oil and gas 

Diversified industrials 
Chemicals 

Developers and contractors 
Developers and contractors 
Transport 

Banks and finance 
Media 

Oil and gas 

Diversified industrials 
Diversified resources 
Other metals 
Household products 
Oil and gas 

Oil and gas 
Miscellaneous services 
Travel/financial services 
Other metals 

Banks and finance 

Oil and gas 





* Included in the sample of twenty-one lobbying companies used to test for differences 


between lobbying and non-lobbying companies. 
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INSTITUTIONAL DIFFERENCES BETWEEN AUSTRALIA 
AND THE U.S.“ 


Table C1 summarizes the major institutional differences between Australian and 
U.S. superannuation/pension funds in relation to both their nature and the regula- 
tory environments in which they operate. 

The Australian and U.S. regulatory frameworks governing superannuation/ 
pensions vary greatly in both scope and maturity. The Employee Retirement 
Income Security Act (ERISA) has been in effect in the U.S. for almost a quarter of 
a century. Together with the fifteen additional statutes that amended the Act during 
the twenty years following enactment, ERISA comprises a complex set of standards 
for disclosure, funding, fiduciary responsibility, vesting, plan terminations and 
enforcement (Langbert, 1996). In contrast, Australian legislation was first intro- 
duced relatively recently with the enactment of the Occupational Superannuation 
Standards Act in 1987, which was superseded by the Superannuation Industry 
(Supervision) Act (SIS) in 1993. The SIS Act applies to all superannuation entities 
(including DCPs) in both the public and private sectors, with a relatively small 
number of provisions applying exclusively to DBPs. 

The most significant difference between the regulations of the two countries is 
the statutory requirement in the U.S. for insurance administered by the Pension 
Benefits Guaranty Corporation (PBGC) to guarantee the benefits of DBPs that 
are terminated with insufficient assets to pay the pensions promised to members 
(OECD, 1993). ERISA empowers the PBGC to secure a lien of up to 30 per cent 
of the net worth of a firm terminating an underfunded pension plan (Stone, 1982). 
In contrast, the Australian government has adopted a market-oriented approach to 
prudential supervision of superannuation funds, with minimum commercial inter- 
ference. Accordingly, the prudential measures under the SIS legislation are designed 
to enhance security of superannuation benefits, not guarantee them (Roberts and 
Larkin, 1994). 

Minimum benefits? must be fully funded in Australian DBPs, otherwise the plan 
is deemed to be technically insolvent and the trustees must immediately initiate a 
program to return the fund to solvency or wind up the fund (SIS reg. 9.17). On the 
other hand, underfunded DBPs in the U.S. are permitted to continue to operate, 
although if a plan fails to meet minimum funding requirements under ERISA, a 


‘| This summary is drawn from Gallery (1999). 


£ The SIS legislation requires that, as a minimum, benefits comprising employee contributions and 
mandatory employer contributions: immediately vest in members. Mandatory contributions by 
employers are required to provide minimum superannuation support under the superannuation 
guarantee (SG) legislation, which was enacted in 1992. The amount is calculated as a percentage of 
employees’ salaries, with a rate of 7 per cent applying for the 1998-99 financial year. Plan trust 
deeds determine vesting of any further portion of accrued benefits above these minimum statutory 
requirements. Thus, for accounting purposes, the amount of vested benefits may differ from that 
determined by the SIS legislation. 
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TABLE Ci 
COMPARISON OF INSTITUTIONAL SETTINGS OF AUSTRALIAN AND USS. 

DEFINED BENEFIT PLANS 

Feature Australia US. 

Legislation and year of Superannuation Industry Employee Retirement Income 

enactment (Supervision) Act 1993 Security Act 1974, plus fifteen 
(superseded the Occupational additional statutes enacted over 
Superannuation Standards Act the next thirty years 
1987) 

Statutory insurance No Yes—provided through 


guaranteeing benefits of 
underfunded DBPs that are 
terminated 


Minimum funding requirements 


Funding status 


Frequency of actuarial 
valuations required by 
regulation 


Date at which accrued benefits 
must be determined for 
reporting purposes 


Funding arrangements 


Fund governance structure 


Technically insolvent under the 
SIS Act if fund assets do not 
at least cover employee 
contributions and mandatory 
employer contributions— 
trustees must institute program 
to fund these benefits or 
terminate the plan 


Generally fully funded 
At least triennially 


Not specified by legislation or 
accounting standards 


Generally contributory (both 
employers and employees 
contribute) 


The SIS Act requires equal 
numbers of employer and 
member representatives on a 
superannuation fund’s board of 
trustees. 





Pension Benefits Guaranty 
Corporation (PBGC) 


Minimum funding requirements 
apply under ERISA—if plan is 
underfunded a penalty tax is 
imposed on the employer for 
the funding deficiency 


Underfunding is common 
At least annually 


SFAS 35 requires that accrued 
benefits are presented as of the 
same date as plan assets are 
reported and SFAS 87 requires 
that plan obligations are 
measured at a date no more 
than three months prior to the 
company’s reporting date 
Generally non-contributory 
(only employers contribute) 


Pension plan trustees are 
usually appointed by the 
employer 


penalty tax is imposed on the employer on the funding deficiency (Williams, 1998). 
The SIS legislation does not impose any requirements on the employer to fund 
promised defined benefits, or penalize the employer for failing to do so. Thus, 
ERISA confirmed the existence of a liability of the employer-sponsor, making 
annual funding payments mandatory (Dimian and Kahlbaugh, 1992), while on the 
contrary, Australian legislation does not compel employer-sponsors to fund a DBP. 
Also, the U.S. legislation establishes a statutory claim on the employer-sponsor 
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entity’s assets if the DBP is underfunded, whereas Australian DBPs do not have 
such financial protection. 

A significant difference in the operations of DBPs in the two countries is the 
requirement for U.S. pension plans to have an annual actuarial valuation of accrued 
benefits (Williams, 1998), while the frequency for Australian plans is at least every 
three years (SIS reg. 9.29). This means that the surplus or deficit for Australian 
plans can be determined only every three years if they opt for triennial valuations. 
Furthermore, in the U.S., SFAS 35 (para. 7) requires accrued benefits to be pre- 
sented as of the same date as the plan’s net assets available for benefits, enabling 
the determination of the plan’s funding position at reporting date.“ The equivalent 
Australian accounting standard (AAS 25) does not specify timing of actuarial 
valuations, thus the plan’s net position may be determined at a date other than the 
plan’s“ or employer’s balance date. Also, in the U.S. SFAS 87 (para. 52) specifies 
that both plan assets and accrued benefits must be measured at the plan’s spon- 
soring employer’s balance date, or at a date no more than three months prior to 
balance date; there are no equivalent requirements in Australia. 

Another difference is that private sector superannuation plans in Australia are 
usually fully funded (SSCS, 1992), which is probably due to a combination of 
factors, including the legislative restrictions on underfunding. In contrast, under- 
funding in the U.S. is common,” with the PBGC reporting that at the end of 1995 
underfunding of company plans totalled $65 billion (Laboul, 1998). A further dif- 
ference between the two countries is how the benefit is funded. In Australia, DBPs 
are typically contributory (both employees and employers contribute to the plan), 
whereas in the U.S. employees generally do not contribute to the plan (SSCS, 1991). 
Australian and U.S. DBPs also differ in their governance structure; the SIS Act 
(s. 89) requires equal numbers of employer and member representatives on funds’ 
trustee boards, whereas in the U.S., fund trustees are usually appointed by the 
employer (Laboul, 1998). 


© Ifthe actuarial present value of accrued benefits is not available or cannot be reasonably deter- 
mined for the end of the reporting year, then it should be presented as of the beginning of the year, 
but all other information must be for the same period, that is, in comparative form (Williams, 1998). 


“ DBPs that voluntarily use the reporting format that recognizes accrued benefits on the face of the 
financial statements are an exception. Under AAS 25 this optional reporting format is available 
only to DBPs that measure accrued benefits at the end of each reporting period. 


4S See note 30. 
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Islamic Corporate Reports 


This article develops a theory about the form and the content of the 
financial information that should be contained in Islamic financial state- 
ments. The theory suggests that the presence of the Islamic religion as a 
cultural variable affects the way certain accounting measures are inter- 
preted and the manner in which accounting information should be dis- 
closed. Two important criteria for disclosure in Islamic accounting are 
identified: a form of social accountability and a rule of full disclosure. 
This leads to a modification of the form of the conventional Western set 
of financial statements, which are referred to in the paper as Islamic 
corporate reports (ICRs). The specific recommendations are that ICRs 
should contain a value-added statement as the focus of performance of 
the accounting entity and a current value balance sheet in addition to the 
historic cost balance sheet. It is argued that ICRs, extended in this way, 
would better serve the needs of users wishing to act in accordance with 
the Islamic code. 


Key words: Accounting theory; Islamic accounting; Religion. 


Some recent research has shown an emerging concern with the relationship 
between religion and accounting and, in particular, with the issue of what is the 
proper form of Islamic accounting (Gambling and Karim, 1991; Hamid et al., 1993; 
Karim, 1995). A number of Islamic societies (e.g., Pakistan and Saudi Arabia) 
follow the Islamic code closely in many areas of life but continue to adopt the 
essential features of Western accounting practices. This raises a number of ques- 
tions: Is there something ‘cross-cultural’ about Western financial accounting state- 
ments (WFASs) which makes them neutral with respect to different belief systems? 
Or is it perhaps the case that the use of WFASs has been imposed on Islamic 
societies from without by global forces of economic and political colonialism? Or is 
the issue really an ethical one? Perhaps one should be asking not ‘what is’ but ‘what 
should be’. Perhaps the level of analysis should be taking place not at the level of 
the actual practice of accounting (nor even at the level of what users perceive to be 
‘useful’) but rather at the level of what ‘ought to be’. After all, accounting is 
essentially a normative discipline in the sense that accounting entails presentation of 
financial reports designed to satisfy certain purposes (whether this is accountability, 
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decision relevance or some other reason). The question therefore arises as to whether 
financial statements designed for the use of shareholders of large capitalist corpora- 
tions need to be adapted to be more congruent with Islamic values, resulting, in 
what shall be referred to here as Islamic corporate reports or ICRs.' 

Here, it is argued that all of these questions to some extent have an ainak 
ive answer. For instance, there are certain technical aspects of WFASs that have 
a cross-cultural dimension. WFASs do represent technologies. They have been 
imposed upon Islamic societies rather than assimilated and important ethical issues 
are involved in considering the proper form of ICRs. Moreover, the main emphasis 
of this article is on the purpose that an accounting system can serve and, in the 
context of religion, this must be a moral purpose. Hence, the article focuses upon 
deriving a form of financial statements that better accords with professed Islamic 
principles than do WFASs. Further, it demonstrates that it is possible to adapt 
rather than replace WFASs to achieve this goal.* 

It is not intended to develop this proposition by attempting an in-depth study to 
reveal previously hidden insights into Islamic values and it is not intended to give 
an extensive review of alternative theories of social accounting that might lead to 
more radically different forms of ICRs. Instead attention will be concentrated on 
the fundamental constructs of measurement and disclosure practices embodied in 
WFAS accounting technologies. These constructs will be used as the basis for 
inferring the modifications necessary to WFASs in order to produce a form of 
ICRs that is argued to be more in accordance with Islamic values. 

It is important to appreciate that this thesis is a pragmatic one, proposed in the 
theoretical context of an idealized Islamic organization operating in a non-Islamic 
environment. By seeking to adapt rather than replace existing Western accounting 
practices, it follows in the tradition established by (but departs further from conven- 
tional practice than) the Islamic Financial Accounting Standards Board (IFASB) of 
the Financial Accounting Organization for Islamic Banks and Financial Institutions. 

In October 1994 the IFASB published Statements Financial Accounting Nos. 1 
and 2, Objectives of Financial Accounting and Concepts of Financial Accounting 
respectively, along with Financial Accounting Standard No. 1 on General Presenta- 
tion and Disclosure in Financial Statements, documenting certain voluntary prin- 
ciples which the IFASB stated financial statements of financial institutions could be 
prepared to accord with Islamic principles. While the explicit scope of the IFASB’s 
recommendations was limited to financial institutions it was the first significant 
attempt to translate theory into practice in this area and much of what it stated 
about matters of accounting seems to be as applicable to non-financial institutions 
as to financial ones. The Statements and Standard were based upon a substantial 


1 The role of accounting as an instrument of policy and the possibility that purpose and practice might 
diverge has parallels in the study of the law. To what extent, for example, are the principles of law 
consistent with commercial reality (see Baxt and Lane, 1998, p. 630)? 


As will probably become apparent, much of what is argued in this article to be more in keeping with 
the Islamic faith could equally well be claimed to be more appropriate than are some present 
accounting practices to the Christian faith, Judaism and, indeed, many social philosophies which do 
not place the satisfaction of the needs of the individual before those of society. 
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fésearch program funded by the Islamic Development Bank in the tradition of 
thorough Islamic scholarship and as such includes much that is important for an 
appreciation of what ICRs might be expected to contain. The theoretical position 
taken in this paper is that the matters to be included in ICRs as stated in Objectives 
are appropriate but that additional information should also be included. 

‘-Most Islamic business organizations trade or have other important business rela- 
tionships with non-Islamic organizations.’ They use common methods and forms of 
accounting imported from Western nations via such avenues as colonialism and 
multinational companies (see Seidler, 1969; Heatly, 1979). The practical consequences 
of the need to communicate efficiently and effectively and deal with both Islamic 
and non-Islamic trading partners no doubt influenced the relatively narrow form 
of the modifications to WFASs contained in the IFASB’s recommendations.’ ` 
This article addresses somewhat broader and more theoretical issues than those 
considered by the IFASB and it advocates more modifications to WFASs in order 
to achieve improved ICRs. Essentially, the conclusion drawn here is that there is 
an even more pressing need than in the case of Western accounting reports to 
supplement balance sheet disclosure with a comprehensive statement of current 
values in ICRs and there are strong ethical grounds for advocating the replacement 
of the traditional income statement with a value-added statement (VAS) and the 
relegation of the former to the notes to the accounts. 


LITERATURE REVIEW 


There are three different literatures which are relevant to the topic of Islamic 
accounting: literature examining the relationship between religion, culture and 
accounting practices; published writings on the nature of Islamic society, insofar 
as they bear on accounting questions; and the conceptual framework debate, in 
particular that part pertaining to the nature of accounting measurement and dis- 
closure. The first two are discussed in this section. The third will be discussed in the 
context of the conceptual material examined in the following section. 


Issues of Culture, Religion and Accounting 

It is probably not logically necessary to explicitly establish a precise relationship 
between religion and culture in attempting to trace the implications of religion for 
accounting practices or vice versa. However, the present tendency to look for the 
effects of culture on accounting practices in different parts of the world (e.g., 
Hofstede, 1980; Gray, 1988; Perera, 1989) makes it appropriate and possibly useful 
to consider whether such theories might entail anything regarding the impact of 
religion on accounting. This requires an appreciation of how culture and religion, 
as abstract concepts, stand in relationship to each other. Surprisingly, perhaps, 


3 See, for instance, the export and import data contained in the database of the Statistical, Eco- 
nomic and Social Research and Training Centre for Islamic Countries (SESRTCIC) at the website, 
http/Avww.sesrtcic.org/index1.htm (17 July 1999). 


These are detailed in the next section. 
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there seems to be little that is explicit on this point even in the underlying (ie., 
non-accounting) literature. 

The main non-accounting sources of instruction regarding the question of the 
relationship of religion and culture are the purely religious literature, psychology, 
anthropology and sociology. Of these, the first two tend to emphasize the personal 
dimension of religious belief. Some Islamic scholars (e.g., see Mannan, 1986). hold 
the view that Islamic values are not necessarily commonly shared cultural values in 
the sense.used by Hofstede (1980, 1991). Under this view, Islam, irrespective of the 
other shared cultural values of a community, prescribes a broad framework for life 
and focuses on the religious context of a culture rather than on religious beliefs as 
a subset of a wider set of cultural beliefs. Generally speaking, the religious scholar, 
whether Islamic or otherwise, would consider the very concept of religion to be 
more than simply a culturally conditioned response to events, either at the level of 
the personality or at the level of society (e.g., Otto, 1917; Eliade, 1958). 

The basis of the psychological approach to religion also proceeds through an 
understanding of the personal motivation of individuals who profess a religious 
conviction. However, in this case the reasoning process is usually based upon a 
material cause and effect argument supported to a greater or lesser extent by 
reference to a ‘scientific’ form of investigation. In psychoanalysis, for instance, 
strong religious faith has been explained in terms of the need for security and in 
cross-cultural psychology in terms of uncertainty avoidance (e.g., Hofstede, 1980). 

Anthropology and sociology have identified explicit connections between reli- 
gion and culture. Religion has traditionally been an important and central compon- 
ent in the study of the primitive human groups with which anthropology is typically 
concerned. There, it is often implicitly assumed that religion is a part of the belief 
structure of society. For example, one of the most influential sociological works in 
the twentieth century, Durkheim (1915), suggests religion is a manifestation of 
social life’ (with religious figures being interpreted as projections of society and its 
structure ‘reinforced through ritual), This interpretation was instrumental in the 
functional analysis of religion and culture. It possibly serves to explicate the relation 
of culture to a large-scale world religion such as Islam better than the small-group 
anthropological study approach. Geertz (1973) takes a different ‘phenomenological’ 
approach to the whole question of religion and culture. However, this is based 
upon essentially:the same underlying premise that religion is fundamentally a part 
of a wider cultural system. 

Clearly; none, of these viewpoints is ‘right’ or ‘wrong’ in any absolute sense. 
Which approach is taken depends upon the purpose of the analysis. Given that the 
purpose here is to relate the arguments contained in this paper to the existing 
accounting literature, the sociological-anthropological interpretation would appear 
appropriate: that is, culture is a set of beliefs (which have a probable effect on 
behaviour and are thus correlated with it in a statistical sense) communicated in a 
language to members of the defined language community. Religious beliefs are a 
subset of those total beliefs and are therefore a part of culture. If this seems too 


5 The authors are grateful to an unnamed referee for this point. 
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‘reductionist’ it should be understood that it is merely a tentative position adopted 
as a Starting point from which sensible questions can be asked about the potential 
impact of religious beliefs on accounting practices. The religious context of a culture 
is not denied since religious beliefs have an obvious potential to interact with any 
other belief and thus provide them with a ‘context’. Religion, and more specifically 
Islamic beliefs, as a part of culture, should thus be understood as a way of structur- 
ing the following analysis rather than as the ‘correct’ way to view the relationship 
between Islam and culture generally. 


Islamic Accounting 

Gambling and Karim’s (1986) seminal article explores the possible impact of 
Islamic user needs on financial reporting. It spells out most of the essential Islamic 
characteristics in addressing the design of a set of ICRs: the importance of the 
Qur’an and the Hadith; the lack of distinction between the secular and the reli- 
gious spheres of life; the importance of the religious community (the ummah); the 
prohibition on riba and its consequences for the forms which may be taken by 
Islamic business organizations; and the special place in the scheme of things for 
zakat, the obligation to give alms. The Qur’an is often quite specific in the obliga- 
tions and prohibitions it lays upon followers of Islam regarding matters which 
impinge upon commercial and financial affairs. The best known, interpreted through 
the Hadith (the verbal transmission of the Sunna, i.e., the actual practices of the 
Prophet) and authenticated by Jjma (the consensus of the community) are the 
prohibition on riba and the obligation to pay zakat. The special forms of organiza- 
tion under Islam, the distributional problems to which they naturally lead, espe- 
cially mudaraba, and the formal basis which has evolved for levying zakat led 
Gambling and Karim to advocate not only the detailed disclosure of zakat funds 
but also the production of a current value balance sheet, a suggestion evidently 
originally due to Abdel Salam.’ 

The refusal to accept a distinction between ethical behaviour in the spiritual and 
secular spheres of life and the prohibition against usury is discussed by Karim 
(1995). As is pointed out there, the Islamic insistence that the moral code of the 
Shari’a’ is applicable to commerce is similar to beliefs once held about the applica- 
tion of medieval Canon law in Western European society which were circumvented 
by the rise of capitalism (Tawney, 1927; Gambling and Karim, 1991). Whether Islam 
is more likely to be immune to the effects of the capitalist ethic than Christianity will 
be discussed ‘briefly in the concluding section but the fact remains that the secular 

i 


° The following point was made to the authors by Mohammad Swaiti: Zakat is not a tax in the normal 
sense understood in secular Western culture. The devout Muslim who pays zakat does so out of a 
sense of spiritual fulfilment and is glad to satisfy the obligation. Citizens of Western countries do not 


feel so kindly disposed to pay taxes! 
7 Cited in Karim (1995). 
Islamic law based upon the Qur’an, Hadith, Ijma and to some extent the principle of Qiyas or 


analogical reasoning. The importance of Ijma and Qiyas in the development of Islamic law is dis- 
puted (see, e.g., Rahman, 1966). 
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West does not even pay lip service to the prohibition on usury or its underlying 
rationale—the prevention of exploitation of the weaker members of the community. 
The potential for abuse and the inequitable distribution of resources in society to 
which this is thought to lead is ethically incompatible with Islamic principles. 

According to Karim (1995), the prohibition of riba is related to the Islamic 
attitude to the time value of money. Some Muslim scholars have argued that the 
law against the charging of interest makes the time value of money an unaccept- 
able concept to a Muslim (e.g., Gambling and Karim, 1991). This viewpoint is not 
shared by all Islamic scholars (e.g., al-Abji, 1985).? Karim’s argument implies that 
the acceptance of the time value of money concept might simply provide another 
avenue by which the prohibition on usury could be avoided. Alternatively, the 
denial of the time value of money concept is central to the approach to valuation 
used in much (especially Western) accounting measurement theory and it would 
seem to prevent the kind of theoretical support for theories of asset and liability 
valuation often presumed by Islamic writers. An alternative viewpoint of account- 
ing measurement which does not conflict in this way with the orthodox Islamic 
position on the time value of money will be explained in the next section. 

Hamid et al (1993) discuss the possible complications to financial reporting 
which arise because Islamic transactions and organizations seek to adopt forms 
compatible with Islamic law. As was stated in the opening section, the Statements 
recently released by the IFASB contained detailed recommendations on the form 
of ICRs that attempted to address the matter just mentioned. The Objectives and 
Concepts statements and the Standard of the IFASB were produced on the basis 
that the legal, economic and social environment of an Islamic society causes the 
needs of Islamic users to be different from those of non-Muslims. The approach to 
the preparation of these Islamic accounting statements and standards, however, 
was traditionalist. Existing non-Islamic accounting standards were reviewed, tested 
against the Shari’a and adopted only insofar as they were consistent with Islamic 
law. This approach was preferred to the alternative of starting from scratch, dedu- 
cing practices from the explicit obligations, recommendations and prohibitions of 
the Shari’a (IFASB, 1994). The framework for the financial reports of Islamic 
banks consequently has a predominantly conventional flavour, the outline structure 
of which is shown in Figure 1. 

The main differences compared to WFASs are contained in the detailed treatment 
of certain items in the historic cost balance sheet. A major conceptual difference is 
in the special treatment of unrestricted mudaraba and other investments as a separ- 
ately identifiable category of assets and fund accounts, which have partly the char- 
acteristics of equity and partly those of liabilities. Another major difference is the 
addition of special statements detailing the sources and uses of zakat and gard 


? Tomkins and Karim (1987) comment on this point. 


10 In mudaraba contracts the agent (e.g., a bank) receives a specified share of the ‘profit’ arising from 
investing the funds provided while the investor bears any losses. Investments are considered re- 
stricted if the supplier of funds restricts the use to which the funds can be put, otherwise the 
investments are considered unrestricted. In the latter case the relevant assets are pooled with the 
firms and not disclosed separately. 


76 


ISLAMIC CORPORATE REPORTS 


FIGURE 1 


FORM OF ISLAMIC CORPORATE REPORTS RECOMMENDED BY IFASB (1994) 


Income i Sources and application Cash flow 
statement of zakat and qard funds statement 
Statement of changes 
in restricted investment 
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Statement of 
changes in equity 
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Financial position statement 
(historic cost) 


funds." The notes to the accounts also contain details of certain types of financial 
assets and obligations which have special meaning in Islam, namely details of 
changes in restricted investments; a note on the zakat base and the zakat due; 
mudaraba and musharaka investments; ‘participations’ and Istina contracts; and 
details of financial expenditure discharging the firm’s social obligations. 

There seems to be relatively little to dispute in the recommendations of the 
IFASB in terms of what ought to be included in ICRs. Perhaps the main criticism 
could be levelled at what additional information ought to be included. The IFASB 
state that their recommendations are implicitly rather than explicitly linked in a 
piecemeal fashion to Islamic principles through a process of selection of acceptable 
Western practices instead of being based upon reasoning directly from perceived, 
basic ethical assumptions. In particular, Gambling and Karim’s proposed current 
value accounting for assets and liabilities appears to have been ruled out not on a 
matter of principle but on grounds of expediency, that is, the argument that market 
values are unreliable (IFASB, 1994, p. 65). Moreover, no thought seems to have 
been given to the potentially morally corrosive effect of basing the main perform- 
ance measure of the firm on the traditional income statement. Baydoun and Willett 
(1997) have argued that the Western profit and loss account overemphasizes the 
criteria of good performance, being based on the specific benefits accruing to the 
owners of the firm and not sufficiently on the benefits accruing to other members 
of the community from their involvement with the firm. This question of what sort 
of performance report is consistent with Islamic values is discussed below. 








ACCOUNTING THEORY 


The potential consequences of excluding the time value of money concept is one of 
the specific issues which an Islamic theory of accounting must address. It provides 


1 Qard is a non-interest-bearing loan made for charitable objectives (e.g., scholarships, etc.). 
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an example of the type of problem which such a prohibition would entail for the 
kind of accounting framework upon which an Islamic system of accounting could 
be based.’ Although it is not entirely clear that-the time value of money as:a 
concept is necessarily in conflict with Islamic principles, it is certainly true that if it 
were the case it would severely restrict the body of theory to which an Islamic 
scholar could refer in finding a rationale for using, say, current values in financial 
statements. This point relates to a basic issue of accounting measurement, which it 
is worth reflecting on in more detail. 

Accounting measurement theory relies upon one of two possible alternative start- 
ing points.” The most commonly adopted position in recent years in the accounting 
literature has been the view that the accounting function is one of valuing assets 
and compiling the main measure of performance (income) as the difference 
between balance sheet values at the beginning and end of the accounting period. 
This ‘balance-sheet oriented’ or economic valuation viewpoint is based upon the 
theories of early- and mid-twentieth-century British and North American econom- 
ists, arguably the most influential of whom has been Hicks (1946). It relies upon 
the implicit assumption that there is a meaningful and practical way to measure 
directly the value of an asset at a point in time. The alternative position is ‘profit 
and loss oriented’ and sometimes called the ‘transactions’ viewpoint of accounting 
measurement. On this interpretation, the matching of expenses and revenues forms 
the starting point for understanding the practical processes of measurement and 
the values of assets appear as leftover calculation or ‘balances’ of costs incurred in 
unfinished activities (e.g., see Willett, 1987; Sterling, 1970; Edwards, 1962). This 
older, and what we believe is a commonsense viewpoint has been less influential in 
recent years in formulating ideas about what accounting numbers represent about 
the real world (Beaver, 1981; Ohlson, 1987). 

One of the problems which an Islamic theory of accounting, or more particularly 
a theory of ICRs, must address, therefore, is whether the underlying rationale for 
assigning values to assets is consistent with the Islamic ethical position. The eco- 
nomic value approach to accounting measurement has two basic variants: asset 
values as directly attributable market values of some sort; or asset values derived 
from discounting expected future cash flows. Neither variant has much to recom- 
mend it as a practical and consistent model of actual measurement procedure. The 
former fails to explain which of a possibly infinite set of market values is the one to 
use (i.e., whose value at what time, including value in use, exit and entry values). 
The latter has a similar problem, with preparers ‘choosing a discount rate that is 
compounded by the well-known problems associated with unknowable future states 
of the world (or impractical difficulties connected with establishing heterogeneous 
expectations of individuals). Furthermore, from the perception of the Islamic 
approach to ethics, such a future-oriented basis for values is probably unacceptable. 
Much theoretical work has been carried out attempting to reconcile these variants 
and showing how, under totally unrealistic conditions, they may coincide (e.g., the 
arguments from perfect and complete markets and information, etc.). This, of 


2 See (Willett, 1987) for details on this point. 
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course, is a totally unsatisfactory position from the point of view of describing and 
analysing actual measurement processes and thus for the formation of ethical policy 
regarding actual accounting practice. Discounting is the conceptual basis for the 
notion of the time value of money (Fisher, 1930; Hicks, 1946). If it is not ethically 
sound from an Islamic viewpoint to estimate future cash flows and discount them 
‘by an implicit interest rate in order to value assets in the manner recommended by 
some economists and accounting theorists, then the economic value approach to 
accounting measurement must be rejected as a conceptual basis for interpreting 
the measurements disclosed in ICRs. 

The position taken here is that the economic valuation viewpoint is in any case 
basically unsound as a fundamental model of the accounting measurement process 
and adopts the alternative transactions-oriented viewpoint as a more accurate 
description of actual accounting practice. Thus, it is also a better basis on which to 
form an internally consistent ethical framework for the interpretation of financial 
information. The validity of the transactions approach from both a descriptive and 
ethical perspective is a theme which underlies the theory developed in the follow- 
ing sections. 


ISLAMIC PHILOSOPHICAL OBJECTIVES, PRINCIPLES AND CRITERIA 
FOR THE DISCLOSURE OF ACCOUNTING INFORMATION 


If one is of a rationalist or secular persuasion, and particularly if one is a ‘positivist’ 
in the sense used in the accounting literature, it is easy to be sceptical of any 
attempt to relate ethical principles to the presentation of accounting information in 
a set of financial statements. Generally speaking, what actually happens is thought 
to be a more important issue than what should happen (see Watts and Zimmerman, 
1986; Sterling, 1990; and Chambers, 1993). Ordinary alethic logical processes are 
not sufficient by themselves to support reasoning from ethical premises to conclu- 
sions about proper accounting practices and question of fact. However, it is not 
intended to enter into a discussion of the various philosophical viewpoints pertain- 
ing to the idea that the only worthwhile true knowledge is that which comes from 
observing the outcome of tests of clearly defined scientific hypotheses. It will be 
assumed instead that it is a worthwhile exercise to seek to establish disclosure 
criteria consistent with the philosophical outlook and ethical principles of the society 
within which the disclosure takes place.” 

Of immediate concern is, which general criteria should serve as a basis for the 
gathering and communication of accounting information in an Islamic society, 
and are these any different from those that serve the same purpose in Western 
accounting societies? It will be argued that actual (‘historic’) cost measurements 
underlie all accounting calculations and that these must be common to both Islamic 
and Western accounting systems. However, there is also a great deal of choice 


B This consistency will be sought through ordinary reasoning processes that must at best be intuitive. 
Alternatively, more formal and precise alternative approaches are possible through systems of 
applied logic. 
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available in the kind of data that it is possible to focus upon and in the dissemination 
and use of the information subsequently derived. It is the way this disclosure choice 
is currently exercised in financial reporting in an Islamic society that is at issue 
here. Specifically, does the importing of Western reporting practices Ene 
fundamental Islamic principles? 

The principles that form the basis of WFASs are derived from the Weti 
philosophy of economic rationalism, that is, the Benthamite viewpoint, based upon 
the doctrine of psychological hedonism, that social action should be determined by 
individuals maximizing quantifiable, personal utility functions. For present pur- 
poses the most relevant ‘principles’ that derive from this social philosophy may be 
stated as: either a denial, or at least a clear separation from economic intercourse, 
of religious considerations; the paramount importance of individual satisfaction 
(explained, for example, through Benthamite doctrine); profit maximization as the 
gauge of successful performance; acceptance of the ‘survival of the fittest’ rule as 
the best long-term strategy; and a local focus on the results of process without 
regard for its wider impact on the environment. These principles lead to disclosure 
practices which might best be described as being based upon the criteria of ‘per- 
sonal accountability’ and ‘the limited disclosure of financial information’ necessary 
to achieve such accountability. 

Western disclosure practices are closely allied to (and presumably derive from) a 
secular concept of law, compatible with the philosophy of economic rationalism. It 
is political and permissive, especially in respect of the general type of ethical duties 
it places upon individuals towards other members of society. Rights rather than 
obligations: are stressed and those rights include privacy. The power of capital 
in the capitalist West has traditionally sought to exploit this right and thus to 
minimize the disclosure of information to other individuals. Users have tended to 
seek specific bits of information restricted by their own power to obtain it. Little 
information is disclosed because of the perceived needs of society except, perhaps, 
where a political crisis has forced disclosure. The self-interest of the preparer, 
regardless of society’s needs in this context, is considered a socially acceptable 
position to adopt. Insofar as arguments have been put forward for satisfying the 
needs of a greater variety of user groups, such suggestions are usually treated as 
marketing opportunities as, for instance, in the case of reporting certain types of 
‘environmental’ information. 

As was explained earlier, there are perceived to be a number of basic elements 
in an Islamic attitude towards business matters that differ from the Western view- 
point. These stem from a religious belief in the Unity of God just as much as the 
principles enunciated for Western accounting systems stem from the secular philo- 
sophy of economic rationalism. The Unity of God is defined by the tawhid, which 
requires a total commitment to the will of God and involves both submission and 
a mission to follow the Shari’a in all aspects of life. The belief in an all powerful, 
all-seeing God brings to this way of thinking a number of principles which affect 
the matter of information disclosure and may be contrasted to the Western prin- 
ciples listed. above: a lack of distinction between the significance of behaviour in 
the spiritual and secular spheres of life; a focus on community interests in the 
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decisions and actions of firms (the principle of tazkiyah); the legitimacy of the 
profit motive but not a sole focus on profit and not the making of excessive profit 
which is tantamount to exploitation; equity between people, providing a fair share 
for the weak and the strong; and explicit consideration of the environment, created 
in pure form by God and so to be preserved. 

The impact of these principles for the practice of accountancy might be summed 
up in two basic tenets, comparable but opposed to the criteria adopted in Western 
accounting systems. In contrast to the focus on the owners of the entity in WFASs, 
the focus in Islam on the Unity of God, the community and the environment 
demands a form of social accountability rather than the personal accountability 
found in Western societies. Similarly, for the consensus to operate effectively, a 
principle of full disclosure of accounting information is needed, not based upon the 
outcome of a political process but upon what ought to be disclosed in order to 
serve the objective of social accountability. Full disclosure is taken to mean, not 
the disclosure of everything (a clearly impractical proposition), but rather the dis- 
closure of any information that should be rightfully given to members of the com- 
munity in accordance with the principles of the Shari’a. 

Such criteria for the disclosure of financial information would be more in accord- 
ance with Islamic law than the criteria used in Western accounting systems. Islamic 
law is inherently religious and flows from the Skari’a as presenting a divinely 
ordained pattern for human conduct. It is a system of prescriptions, recommenda- 
tions and prohibitions rather than a specific legal code and the development of an 
appropriate state of faith, intention and will is required in the exercise of judgment 
to interpret the grey areas where the permissible might become the ‘not permiss- 
ible’ and vice versa. This fact probably more than any other captures the essential 
difference in what should be the Islamic approach to disclosure compared to what 
is presently the Western secular approach to disclosure. Islamic disclosure prac- 
tices should, like Islamic law, not be based upon expediency but on a moral sense. 
To understand the Islamic position requires shifting from considering what is done 
and whether an effective law has been broken to judging what should be done 
(Rahman, 1966). 

By traditions long established in the Hadith, moral judgment in Islam is exer- 
cised through the consensus of the community, sometimes after much consultation 
(and in practice guided by experts). Great emphasis is placed upon the social welfare 
of the community. Islam is however very realistic in its assessment of human self- 
interest. Individuals are presumed to be self-interested but the Islamic code is 
believed to. give individuals an enlightened self-interest, which is associated with 
working for the benefit of the community. The individual is then free to act indi- 
vidually and the community is free to act collectively to benefit the Islamic commun- 
ity through commerce. The specific requirement to pay zakat, however, and the 
prohibition of riba are illustrative of the pertinent legal principles that should be 
applied in the pursuit of commercial activities. Private accountability and limited 
disclosure are insufficient criteria to reflect the ethical precepts of Islamic law. 
Consistency of disclosure practices with Islamic law-requires application of the 
more all-embracing criteria of social accountability and full disclosure. 
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TABLE 1 
Characteristics Western financial accounting system Islamic corporate reports 
Philosophical viewpoint Economic rationalism Unity of God 
Principles Secular Religious 
Individualistic Communal 
Profit maximization Reasonable profit 
Survival of fittest Equity 
Process Environment 
Criteria Based upon modern commercial Based upon ethical law originating in 
law—permissive rather than ethical: the Qur’an: (Islamic law, As-sunnah) 
Limited disclosure (provision of Full disclosure (to satisfy any 
information subject to public reasonable demand for information 
interest) in accordance with the Shari’a) 


Personal accountability (focus on Public accountability (focus on the 
individuals who control resources) community who participate in 
exploiting resources) 








The differences in Islamic and Western philosophy, principles and criteria are 
summarized in Table 1. These and the aforementioned specific prescriptions 
relating to certain transactions, lead to differences in the type of information that 
should be disclosed in financial statements. One possibility for the precise form 
that this might take is discussed in the next section. 


ISLAMIC CORPORATE REPORTS 


The main suggestions so far put forward for the form and substance of ICRs are 
the statements shown in Figure 1 and a current value balance sheet. Now it will be 
argued that the type of proposed ICR that is envisaged in Figure 1 should be 
revised to include not only a current value balance sheet but also a Value Added 
Statement (VAS) and that the income statement should be relegated to the notes 
to the accounts. The recommendation is based upon the criteria of social account- 
ability and full disclosure referred to in the previous section and some basic prin- 
ciples of accounting measurement theory, which will now be discussed. 

To justify our proposed form of ICRs, it is necessary to explain, in the first place, 
why historic cost data (which form the basis of the statements in Figure 1) are 
pertinent to ICRs. Second, it is necessary to understand why current values should 
be included in ICRs and, third, why VASs should replace the income statement. 

With regard to the first matter the discussion of accounting theory noted that the 
economic valuation approach to accounting measurement was criticized as being 
both a poor description of accounting measurement procedures and for being based 
upon an ethically unsuitable foundation for an Islamic theory of accounting. The 
alternative transactions approach to accounting measurements does not have the 
same dependence on the time value of money. It is, in contrast, highly descriptive 
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of accounting procedures and provides a natural and simple way of interpreting the 
market value of assets without resorting to unrealistic assumptions. Since current 
values have been claimed to be a necessary component of ICRs (e.g., Gambling 
and Karim, 1991; Hamid et al., 1993) this point is of some significance in the present 
context. 

According to the transactions viewpoint, financial statements are constructed 
by classifying invoice costs into economic activities on the basis of physical and 
legal input—output relationships (this applies equally to service and manufacturing 
activities) and calling unfinished activity costs ‘assets’ and finished activity costs 
‘equities’ or ‘realized profits’. Any accounting calculation can be explained as a func- 
tion of these ‘fundamental’ measurements combined with other basic physical meas- 
ures.'* Market values are defined within this framework as the expected values of 
the distribution of transaction costs conditional upon time and other factors. Thus, 
for example, the market value of an asset which is currently selling in one market 
for $5 and in another for $9 with equal frequency is $7 (($5 + $9)/2). None of the 
conceptual difficulties or the unrealistic conditions associated with the economic 
theory approach to accounting measurement has to be imposed to make sense of 
market values defined under the transaction viewpoint, nor does any appeal have 
to be made to the concept of the time value of money. 

The point of this brief discussion of a fundamental issue of accounting measure- 
ment theory in the context of this paper is that historic cost data is the basis for all 
accounting calculations, Islamic or non-Islamic, historic cost or otherwise. There- 
fore, under the principle of full disclosure, it is appropriate to disclose data of this 
sort in a set of ICRs and to focus in detail on those aspects which have particular 
relevance to the social accountability principle—that is, the zakat and gard funds and 
employment details. The significance and completeness of historic cost data also 
provides further insight into the need for a current value balance sheet in ICRs. 

With regard to the second matter, it will be recalled that the main arguments in 
favour of current value balance sheets in the literature are that zakat is levied on 
the basis of the current value of assets, surplus to the requirements of the firm, and 
that current value information is necessary for the calculation of shares in mudabara 
contracts. These are both persuasive, but perhaps not entirely conclusive, reasons 
for the inclusion of a current value balance sheet in [CRs because of the full dis- 
closure principle. However, consideration of the nature of market value informa- 
tion in the light of the transactions viewpoint lends further support to this argument 
on the basis of the social accountability principle. The essential character of the 


4 This representation automatically produces accrual accounting rather than cash flow accounting 
which, strictly speaking, is a subset of accrual accounting (since cash transactions are special types 
of costs). Accounting on the basis of cash rather than accruals has certain well-known problems 
associated with it from a measurement perspective, most notably its capacity to be manipulated 
(by delaying payments at the year end, for instance). Accrual-based measurement is assumed in the 
text but that is not to say information about cash flows should not be disclosed to users if it is 
appropriate. 


Exactly what type of market value is involved is determined by the population of costs upon which 


the relevant probability distributions are conditioned (see Gibbins and Willett, 1997, for more 
details). 
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information in the historic cost balance sheet is that it is firm specific. The traditional 
accounting system collects and records debts of the firm with outsiders. Due to this 
fact it is a highly reliable source of information about private debts but contains 
little information about the impact of the potential debt transactions of the wider 
community. Market values on the other hand contain exactly that kind of informa- 
tion. They are estimates of what other firms and individuals would be willing to 
pay for the firm’s resources. Consequently, in addition to the argument from the 
principle of full disclosure, market values can be said to be necessary for inclusion 
in ICRs also on the basis of the principle of social accountability. The nature of 
current values and of traditional accounting systems makes estimates of market 
values relatively unreliable compared to historic cost data. However, the principle 
of full disclosure demands the inclusion of a current value balance sheet with 
provisos as'to its accuracy.” 

The third and final element of ICRs relates to the VAS and its relationship to 
the principles expounded in the preceding section. The argument of the need for 
greater awareness of the social impact of firm activities in Islam (which supports 
the case for the current value balance sheet) also favours a VAS in place of the 
income statement. In a VAS, greater emphasis is placed upon the cooperative 
nature of economic activity and less on its competitive aspects. This is consistent 
with the religious principle of fair and considerate trading contained in the Shari’a. 

VASs rearrange the information in the income statement, giving more weight to 
the shares of groups other than the owners in the fruits of the firm’s activities. A 
proforma VAS is shown in Figure 2. 

A VAS has two main parts. The upper part of the statement in Figure 2 shows 
the source of value added—the difference between sales and bought-in goods and 
services. The lower part shows the sharing out of the value added between differ- 
ent sections of society—employees, government, owners, etc. The emphasis of the 
analysis, unlike the income statement, is on the recipient of the value added rather 
than on the function the expenditure serves in the generation of profit. In an 
Islamic environment, this seems particularly suitable. The profit of the owner and 
the amounts paid out by way of dividend are disclosed and thus accounted for but 
it can be seen much more clearly than with the traditional form of the income 
statement whether such amounts are excessive compared to sums allocated for 
other purposes. 

The general advantages and disadvantages of VASs vis-a-vis the income state- 
ment, other than the distributional aspect just referred to, have been discussed in 
the literature (e.g., Belkaoui, 1992; Morley, 1979). However, from an Islamic per- 
spective the distributional argument is paramount. A firm adds value to an economy 
using the resources given by God through the efforts of past and present particip- 
ants in that ¢conomy and it is that value added which should be distributed equita- 


bly in accordance with the Shari'a.” 


+ 
16 The IFSAB recommendation to exclude a CVBS from ICRs was based upon its relative unreliability 
and the restricted principle of ‘adequate disclosure’ (see IFASB, 1994, p. 74). 


1 This philosophy bears some resemblance to the labour theory of value (see Keynes, 1936). 
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FIGURE 2 


ty VALUE ADDED STATEMENT 


Sources of value added 
Revenues 

- Bought-in items 
Revaluations 


Distributions: 

Beneficiaries (e.g., zakat) 
Government (e.g., taxes) 
Employees (e.g., wages) 
Owners (e.g., dividends) 
Charities, mosques (e.g., gifts) 
Reinvest funds: 

Profit retained (note) 
Revaluations 
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Note: Details of the traditional form of profit and loss 
account would be shown in the notes to the accounts. 


The flexible layout of the VAS allows its relationship to the earnings figure to 
be appreciated and for much of the detail of the latter to be disclosed in notes to 
the financial statements. The articulation of the historic and current value position 
statements can be achieved through the device of a revaluation reserve. The VAS 
is therefore a more appropriate measure of performance in an Islamic context than 
is the traditional Western-based profit and loss account. This is because of its focus 
on the benefits the firm brings through its commercial activities to the community 
as a whole. The VAS contains little by way of information that does not appear in 
the income statement. Consequently, the principle of full disclosure is of marginal 
importance in supporting its inclusion in ICRs. The principle of social accountability 
is, however, of considerable significance. 

The importance of the VAS in terms of the principle of social accountability lies 
not in the quantity of information or any specifically technical criteria, but rather in 
the way it de-emphasizes those aspects of commercial behaviour which are incon- 
sistent with Islam. It stresses entity performance from a community viewpoint as 
opposed to focusing on ‘individualistic’ entity performance from the viewpoint of 
the owners; it gives more attention to the general concept of value added, reducing. 
stress on that portion of the value added referred to as ‘profit’; and it draws 
attention to the issue of the equitable distribution of a firm’s value added rather 
than just concentrating on dividends. These matters extend to the heart of what is 
Islamic in financial reporting so that it is not sufficient just to supplement the set of 
financial statements shown in Figure 1 with a VAS (as is done in the corporate 
reports of some large Western organisation; see, e.g., Henderson and Peirson, 
1998). The income statement report should be replaced entirely by a VAS. The 
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FIGURE 3 


FORM OF ISLAMIC CORPORATE REPORTS AS AMENDED 


Income Sources and application Cash flow 
statement of zakat and gard funds statement 
Statement of Statement of changes 
changes in equity 


in restricted investment 
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(current value) 





information contained in the income statement should be disclosed in the notes to 
the accounts by the principle of full disclosure. However, the power of the income 
statement to corrupt Islamic values (and indeed the ethical codes of other non- 
materialist belief systems) through its solitary focus on one dimension of firm 
performance and an emphasis on the self at the expense of the community seems 
to leave no other course of action than to replace it with a report which focuses on 
the benefit to the community. Nothing less than this would seem ta be consistent 
with Islamic values. l 

The main elements of ICRs implied by the foregoing discussion are shown in 
Figure 3. The cash flow statement (or funds flow, possibly) contains information 
about liquidity matters and about certain transactions which are not apparent from 
the usual form taken by other statements (e.g., proceeds from the disposal of fixed 
assets). They are thus required by the principle of full disclosure. Furthermore, 
considerations of equity require that such matters of liquidity be considered when 
assessing the appropriate settlement of distributional shares in Islamic contracts. 
The VAS should be articulated with both the historic and current value balance 
sheets for both of these reasons. 

As has been argued elsewhere (Baydoun and Willett, 1997), fundamental ac- 
counting measurement technology is essentially similar in both ICRs and in WFASs. 
What are different are the forms in which the measurements are reported and the 
ethical implications of these disclosure practices. The detail in respect of the type 
of notes and additional information that should accompany the reports shown in 
Figure 3 is not considered here. Such matters are presumably in the domain of 
Islamic scholars and jurists. The content of Figure 3 and the specific recommenda- 


® Some suggestions are contained in the IFASB (1994), however. 
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tions made here form a conceptual middle ground between the relatively conserva- 
tive position taken in the Objectives and Concepts statements of the IFASB and a 
potentially more radical alternative position on accounting for Islamic firms. This 
point will be discussed in the final section. 


CONCLUSIONS 


This article has argued that ICRs should include a current value balance sheet in 
addition to the historic cost balance sheet and that a value-added statement should 
replace the income statement. It was argued that certain specific additional items 
of information concerning special-aspects of Islamic relationships such as zakat and 
gard funds should also be included. Cash flow statements should additionally be 
contained in ICRs for reasons of full disclosure and equity. The basis of this argu- 
ment was ethical. It was considered that what should be reported from an ethical 
position based upon Islamic principles is more important at this juncture than what 
it is expedient or convenient to do. The main criteria identified for ICRs to be 
compatible with Islamic social philosophy and principles were social accountabil- 
ity and full disclosure. These criteria were used in the context of the problem of 
accounting disclosure to support the article’s recommendations. 

The fact that the choices about what should appear in ICRs is a matter of 
appropriate disclosure practices and not about what is the technically correct way 
to measure something (or to interpret the measurement of something) is very 
significant. The fundamental measurements of activity costs that form the basis of 
Western accounting systems and which imply the use of accrued costs rather than 
just cash flows as the basis of accounting measurement must also form the basis of 
ICRs. However, the bits of information reported and the emphasis on the type of 
information reported should be different from Western financial reporting systems 
if Islamic ethical principles are to be served. The things that distinguish Islamic from 
Western corporate reports relate to disclosure issues, not measurement issues. 

ICRs advocated in this article are a middle road between the conservative position 
of the IFASB and the radical position of social accounting theorists. It would be 
possible to envisage, for instance, Islamic reports containing much more extensive 
data about the social costs and benefits created by the Islamic organization. Such 
an approach could also possibly be argued to be in accordance with the principles 
adopted here, especially with regard to the ‘environmental context’ principle that 
was contrasted to the Western accounting focus on ‘process’. However, insufficient 
is known about the theoretical, technical and practical problems involved in rou- 
tinely reporting social accounting data to make this a viable alternative now. The 
recommendations made here, however, are viable. From a technical point of view, 
the VAS is essentially a reorganization of the information contained in the income 
statement. Current values, if the approach to defining this concept used in this paper 
is accepted, are less reliable than historic costs (given that such data usually has to 
be indirectly estimated rather than directly measured) but they are not so unreliable 
as to make the information they contain valueless (if estimates are made honestly, 
scientifically and are verifiable independently). Being more relevant, current value 
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balance sheets should be included in ICRs even if they are not considered suffi- 
ciently reliable to provide information as precise as that provided in the historic 
cost balance sheet. 

The theoretical discussions supporting these recommendations raised a number 
of further important matters, which will not be resolved here. They would form the 
key elements in any research program attempting to address the issue of the proper 
form of ICRs. The time value of money as a concept, for example, which possibly 
has moral:implications in Islam, was referred to without entering the debate as to 
whether these may lead to the concept being unacceptable in principle. It is a moot 
point. The Islamic position on risk, usury and the future may require the devout 
Muslim to be wary of the potential of the ethical attitude towards investment and 
the community which the concept might engender. Its consequences for the way 
people behave towards one another may also require careful consideration. How- 
ever, it is, not clear if the calculation itself (as, for instance, in computing the 
amount which would need to be invested to accumulate to a given sum at a future 
date) is necessarily unethical from an Islamic viewpoint. Although this point was 
not central to this paper (because, unlike the economic valuation viewpoint, the 
transactions viewpoint does not depend upon the concept in any fundamental way) 
it is an issue which has the potential to drastically limit the kind of interpretation a 
Muslim can logically use with respect to the financial information contained in 
corporate reports. Consequently, it is a theoretical issue that should be resolved as 
quickly as possible. 

Another point relates to the detail of the argument in favour of disclosing the 
market values of assets. What sort of market values should be reported? These 
could be current purchasing costs or selling prices. They could be based upon 
retail or wholesale prices. Which markets should be used and should price indices, 
if they are to be used, be specific or general? From the definition of market values 
described in this article, it can be seen that they are a function of the population 
for which transaction costs are measured. Current costs of assets are the expected 
values of transaction costs realized or realizable with suppliers. Net selling prices 
are the expected values of transaction costs with customers and the more general 
concept of fair values are based upon both averages combined. Which market 
concept is most relevant to ICRs has not been determined. Consistency with the 
principles of community and the criteria of social accountability probably make the 
more general concept of fair value the most appropriate of the various alternatives. 
However, the arguments in favour of net selling price that have been advanced in 
the literature have yet to be carefully weighed against this option. 

There are also some more specific issues pertaining to charitable gifts and dona- 
tions. How should charitable donations to community activities be reported? Should 
zakah assessments be based upon unrealized increases in wealth, a basis that the 
accrual method of accounting has the potential to create? In situations of insuffi- 
cient cash or surplus, this might prove inequitable and the consequent elimination 
of productive capacity might be economically inefficient. Should zakah be payable 
by individuals or firms or both and, if individuals, should zakah be payable on an 
increase in the value of the firm? The important ethical issues embodied in these 
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questions and their implications for the detailed disclosure of information in ICRs 
remain unsettled and, as with those raised above, provide a list of significant mat- 
ters that need to be addressed in future research. More generally, future research 
may need to delve much further into the subtleties of the textual and legal inter- 
pretation of the Qur’an and Hadith to uncover significant new knowledge about 
Islamic values that might be relevant to the design of ICRs. It may also need to 
consider the now extensive literature relating to principles of social accounting that 
have not been explicitly brought into this analysis but which might lead to more 
radically different alternative forms of Islamic corporate reporting. 

Much of what has been argued here in the context of the Islamic faith could be 
equally well argued in the context of other religions which emphasize the obliga- 
tions of the individual to society and not the rights of the individual. The technology 
and the practices of accounting were developed in a European society that was once 
not just nominally committed to the Christian faith. However, a division between 
spiritual and secular affairs occurred that allowed an unchallenged ascendancy to 
be given to the spirit of economic rationalism. Any philosophy of action when 
taken to extremes can lead to unintended and socially unacceptable outcomes and 
the present debate about the unity of application of Islamic ethics, commercial or 
otherwise, may be seen as a reaction to this process. The proposed theory may be 
understood as being a part of a movement that advocates the reconsideration of 
the place of ethics in financial reporting. 
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Some Artisans and Artefacts of Accounting 
in Colonial Australia, 1788—1828 


This article analyses some of the artisans and artefacts of accounting in 
colonial Australia, 1788-1828. It extends understanding of the source, 
nature and level of sophistication of accounting in the early colonial era 
provided by Parker (1982) and Craig and Jenkins (1996a) in this journal; 
and by Linn (1996). A significant artefact of colonial accounting, the 
foundation accounting system of the Bank of New South Wales, is further 
investigated. New or extended biographies of some colonial accounting 
identities are provided, yielding insight to their backgrounds, personal- 
ities, influences and competencies. 

Key words: Accounting; Australia; Bookkeeping; Double-entry; History; 
Pioneers. 


This article aims to enhance appreciation of some of the artisans and artefacts 
associated with the development of accounting before 1828, in Australia’s founda- 
tion British settlement in New South Wales. It especially seeks to extend under- 
standing of how the system of accounting ‘according to the double-entry (or Italian) 
mode’ began to emerge in the private, mercantile, non-government sectors of the 
colonial economy.’ The intent is not to suggest that double-entry bookkeeping was 
in common use in a colonial society during the period reviewed. Yamey (1949) and 
Bruchey (1965) have cautioned against adoption of such a view. 

. Those unfamiliar with colonial accounting, and who seek a better understanding 
of how the accounting profession has developed and infiuenced the economic history 
of Australia, are likely to be disappointed by the limited coverage in the Australian 
Society of Certified Practising Accountants’ (ASCPA’s) history of the Australian 
accounting profession, Rob Linn’s Power, Progress and Profit: A History of the 
Australian Accounting Profession (1996). Linn’s book traverses the years since 


' The nature of the accounting conducted in the government store, the Commissariat, is not discussed. 


That accounting, according to Parker (1990, ‘Introduction’) and Butlin (1985, p. 16) was not in double- 
entry form. Its omission does not detract from the central fabric of this paper. For example, that 
omission has no bearing on either the identity and biographical profiles of advertisers for accounting- 
related positions in the Sydney Gazette or of those described on arriving convict indents as ‘accountant’. 
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the founding of British settlement in 1788, outlines the formative influences:on 
Australian accounting, describes the contextual settings which have prompted the 
development of accounting, and portrays the lives and work experiences of Ats- 
tralian accountants. Whereas Linn delivers a solid foundation for a more refined 
appreciation of the historical roots of Australian accounting, he admits that his 
history ‘give(s) the broad picture . . . the general sense of an era... and not detailed 
accounts of every aspect’ (1996, p. viii). This restriction is understandable, given 
the ambitious task the ASCPA commissioned Linn to undertake. But it is unfortunate 
too, for the ‘broad brush’ history Linn provides necessarily omits many important 
contributions to the development of accounting in Australia. 

This article was prompted by those omissions. It conveys a ‘history’ of the devel- 
opment’of Australian accounting between 1788 and 1828 focusing on the experi- 
ences of unsung pioneers. The individuals highlighted engaged in accounting without 
intending to be exemplary purveyors of an art form, but more as a part of the 
mundaneness of their everyday lives. Several vignettes, the like of which Linn’s 
ambitious commission denied him the opportunity to pursue, are presented. How- 
ever, the principal objective is to provide biographical profiles to extend under- 
standing of how modern day accounting emerged in colonial Australia, particularly 
the central procedural mechanism of double-entry bookkeeping.’ The focus is on 
the people who helped disseminate accounting knowledge in the colony. The para- 
phernalia of accounting, such as the books in the colony containing exemplary 
descriptions of accounting technique, are not discussed.’ Nor is there discussion of 
the variety of idiosyncratic forms of accounting, including that by ‘charge and 
discharge’, which were used by merchants and government officials.‘ 

The objéctive is to more fully examine important aspects of the development of 
accounting in N.S.W. between 1788 and 1828. In this respect, the article supple- 
ments and extends Linn’s first chapter, ‘Power and Order: Early Colonial Account- 
ing, 1788-1850’ and the article, ‘Conjectures on the Colonial Accounting History 
of Australia’, published in this journal (Craig and Jenkins, 1996a). Many of the 
matters addréssed in these antecedent works are not discussed further here. The 


2 Double-entry accounting is a mode of accounting in which each transaction is recorded by two 
written cross-referenced entries (that is, for every ‘debit’ there is a corresponding identifiable ‘credit’ 
of equal magnitude). Characteristics usually associated with double-entry accounting, but not neces- 
sarily essential, include the posting of transaction details from journals to ledgers, the periodic 
balancing of books using trial balances, and the compilation of summaries. For further explanation of 
the differences between ‘single-entry, charge and discharge accounting’ and ‘double-entry account- 
ing’ see Edwards (1989, pp. 32-66). 


3 Scorgie and -Capitanio (1997, p. 105) have drawn attention to the ‘availability of knowledge of 
double-entry bookkeeping at the time of the arrival of the First Fleet’ in 1788: the baggage of 
a passenger included an edition of Chambers’ Encyclopaedia containing citations of ‘Alexander 
Malcolm’s treatise on bookkeeping’. 


For a discussion of the influence of extant naval accounting systems on accounting in the colony, 
1788-1792, see Scorgie and Reiss (1997, pp. 53-76). 


For example, apart from a brief mention in footnote 7, there is no discussion of the likely incentives 


underlying the emergence of double-entry accounting. Craig and Jenkins (1996a, p. 219) drew upon 
Baxter (1956, pp. 272-88) and Bruchey (1965) to discuss this. 
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article should not be cast as ‘a “treasure hunt” merely to establish the oldest, the 
-earliest’? (Carnegie and Napier, 1996). Rather, its overriding purpose is to help 
-provide a factual bedrock to assist future theorising about the development of 
‘accounting in Australia. 

«Two methodological caveats must be noted. First, several statements are made 
‘as to primacy or ‘firstness’. These are entered as the conjectures most capable of 
being sustained or maintained on the basis of evidence available currently. They 
are not entered as irrefutable truths, but are thought to be appropriate pending 
the adduction of stronger evidence to sustain any competing, alternative conjecture. 
A better understanding of the chronology of accounting development is provided 
here. This is important for any subsequent theorizing about the dissemination of 
accounting technology in Australia. Second, the possibility that an identifiable 
Aboriginal accounting might have operated as a sort of proto double-entry record- 
ing system prior to 1788 is not considered (see Mattessich, 1987, 1994; Schmandt- 
Besserat, 1992). rst, 

The exposition begins by exploring how double-entry accounting might have 
been propagated initially in the N.S.W. colony. Readers unfamiliar with Australian 
history should note that the mainland colony of New South Wales, centred on 
Sydney, was essentially a small isolated penal community. In 1816 out of 15,000 
souls, 5,000 were convicts and 1,000 were their gaolers—that is, members of the 
military establishment and their families (Vamplew, 1987, pp. 25, 104). Broadbent 
(1992, pp. 6, 9) describes Sydney during the 1810s as a poor, degraded and parvenu 
society that was also ‘flashy and incautious . . . vastly opportunistic... minimally 
cultured ... [and] a rough, carnal, world of transported criminals, army-gaolers, 
pioneering settlers and ruthless traders’. There were several large privately owned 
businesses conducted by merchants who traded in imported goods. — 

Merchants were supported by ‘dealers’ who made a living (akin to hawkers) 
buying and selling commodities at a retail level. The scale of business enterprise 
was small, with no major industry. There were some ‘industrial’ concerns, such as 
breweries, grinding mills, a hat factory, but these were all small-scale operations. 
The export trade was small, in commodities such as wool, sandalwood and seal oil. 
The colony’s first bank, the Bank of New South Wales, commenced operations in 
1817. 


TEACHING OF DOUBLE-ENTRY ACCOUNTING 


Linn (1996, pp. 16-17) reproduced an advertisement from the Sydney Gazette of 6 
October 1805 in which John and James Kenny announced their intention to open 
a school in Sydney’s Rocks area, offering instruction in a range of subjects includ- 
ing ‘book-keeping according to the Italian mode’: that is, double-entry bookkeep- 
ing. This was the first of about twenty advertisements® placed in the Sydney Gazette 
between 1804 and 1816, by eleven individual schools offering instruction in ‘book- 
keeping’, ‘bookkeeping according to [or after] the Italian mode’ or ‘merchants 


€ Reproduced by Parker (1982) and Craig and Jenkins (1996a, p. 227). 
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accompts’; and additionally in a wide range of practical courses (including reading, 
writing, geography, use of the globes, geometry, trigonometry, navigation, survey- 
ing, gauging, geography, history, astronomy, English and French grammar, mathem- 
atics, vulgar and decimal arithmetic, mensuration, arithmetic and needlework). 
However, it is contestable whether students were taught double-entry bookkeeping 
from the smorgasbord of courses on offer in these schools. No class lists, enrolment 
registers, workbooks, textbooks or information regarding the employment place- 
ments of successful students has been found to sustain argument that double-entry 
bookkeeping was taught (Craig and Jenkins, 1996a). 

John and James Kenny’s school advertisement was the first to refer.to double- 
entry accounting. This more sophisticated style of accounting has become the cen- 
tral procedural mechanism of modern day accounting. Consequently, the Kennys 
and their school are understandably of keen interest. It is possible they might earn 
false fame as the foundation teachers of double-entry bookkeeping in Australia.’ 

John and James Kenny were young Irish catholic rebels who were unlikely to 
have had any prior direct experience in ‘accompting’, clerical or mercantile pursuits, 
either before or after their arrival in N.S.W. in 1793 (Finegan, 1970; McClelland, 
1978, 1983; Robinson, 1985). Accordingly, the quality of instruction in ‘bookkeeping 
according to the Italian mode’ the Kennys would have been capable of offering is 
questionable. Jf John Kenny did teach accounting, then he would not have been a 
good role model for subsequent teachers of accounting in Australian educational 
institutions. He ought not to be accorded pedestal status lightly. He was a volatile, 
violent man who had a propensity for getting into trouble and ultimately met a 
gruesome fate. In 1803, he was fined twenty shillings by magistrates for striking a 
prisoner. In March 1805, he was fined £64 for engaging in an ‘act of imprudence’ by 
‘setting fire to a spot of grass upon his own ground’ and destroying his neighbour’s 
entire crop of wheat (Sydney Gazette, 14 August 1803, 31 March 1805). 

The date of John Kenny’s next encounter with the law is important. He was 
found guilty of murdering a Mary Smith and was executed in January 1807.° If he 
taught anything at the school in The Rocks, it could only have been for about 


7 It is instructive to ponder what motive anyone in the colony at that time would have for wanting to 
learn double-entry bookkeeping, especially when single-entry accounting procedures involving the 
maintenance of lists of stocks and lists of creditors and debtors, were universally in operation (Craig 
and Jenkins, 1996a, p. 222; Goldberg, 1952; Butlin, 1985, p. 16; Parker, 1990 ‘Introduction’). There 
was little incentive for businesses and government instrumentalities to adopt an accounting based on 
double-entry bookkeeping procedures (Craig and Jenkins, 1996a, pp. 229-30; 1996b, p. 143). 

? This apparent lack of vocational experience and acumen was not unusual when compared with the 

prior occupations of the teachers of the schools, purporting to teach accounting, advertised in the 

Sydney Gazette between 1804 and 1816. Teachers’ occupations included missionary, tin plater, farmer, 

baker, watch finisher, parish clerk, and teacher (Craig and Jenkins, 1996a, pp. 220-9). Richard 

Archbold, a clerk at the time of his conviction in 1813 and the proprietor of a school which opened 

in The Rocks in 1814, seems to have had the most appropriate background to teach accounting. 

à 


? John Kenny was found guilty ‘of mercilessly taking the life of a fellow creature [Mary Smith], 
incapable of defending herself against the violence of an assailant from whose superior strength she 
could have no retreat’. He was executed on 24 January 1807 and his body ‘having remained the usual 
time suspended, was sent to Parramatta to be hung in chains {presumably for its deterrent effect} 
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twelve months at most. In the absence of supporting evidence, we should resist any 
temptation to believe, unquestioningly, that the Kenny school in The Rocks was a 
major pioneer of the teaching of double-entry bookkeeping in Australia. Several 
factors militate against the Kennys having made such a contribution. John and 
James Kenny were ill-equipped to teach double-entry bookkeeping. As shown 
above, John Kenny could not have taught in the school for long, if at all. Nor 
indeed could James Kenny. He moved to Wilberforce (about fifty kilometres north- 
west of Sydney) in early March 1806. Although he opened a school and taught at 
Wilberforce until 1815 (Goodin, 1951), his school there did not advertise instruc- 
tion in ‘bookkeeping’ or ‘accounting’. Overall, the sum of evidence on the Kennys’? 
evokes considerable doubt whether their school in The Rocks, advertised as com- 
mencing in October 1805, actually provided instruction in double-entry bookkeep- 
ing or operated seriously at all. If the Kenny school has any legitimate notoriety, it 
might more appropriately be as one of three candidates for the distinction of being 
the first Catholic school in the colony to achieve official government support." 


THE INFLUENCE OF ACQUIRED EXPERTISE: ‘COUNTING HOUSES’ 
AND ‘ON-THE-JOB’ LEARNING 


Craig and Jenkins (1996a) debated whether accounting based on double-entry 
bookkeeping was first propagated seriously in the NSW colony after about 1810, 
not so much by means of school-based education as through on-the-job training in 
the counting houses” of large merchants. They drew attention, inter alia, to John 
Henry Black, who was appointed accountant at the Bank of New South Wales in 
February 1821 and was ‘sensitized’ to accounting practice between 1810 and 1815 
through his association with the ‘counting house’ operated by his stepfather, promin- 
ent Sydney merchant Simeon Lord (Cay, 1989, pp. 83, 122). They drew upon 


(Sydney Gazette, 25 January 1807). Smith had travelled from Sydney to Parramatta intending to 
recover some stolen property she believed to be possessed by Kenny (Sydney Gazette, 18, 25 
January 1807; Clune, 1987, pp. 109-10). He was seen taking Smith ‘cordially by the hand’ and 
leading her into his house. Despite entreaties not to do so, Smith spent the night there, allegedly so 
that she could recover her stolen property. On the following day, her brutally bashed, disfigured, 
burnt and partly buried body was found about 100 yards from Kenny’s house. Those who gathered 
at the ‘melancholy spectacle’ of the corpse noted that Kenny ‘was the only one in the neighbour- 
hood who was absent’. A trail of blood led back to Kenny’s house where some incriminating singed 
remnants of Smith’s clothing were found in a fireplace. 


A large folder of papers relating to John and James Kenny, retained by their descendant, Judy 
Kenny, has been accessed and analysed. 


Nl Which of three schools should be accorded this honour is a matter of debate in Catholic education 
circles. The school of John and James Kenny, The Rocks, Sydney, circa 1805 (Goodin, 1951) is one 
of several major contenders. See Fogarty (1959, pp. 16-18). 


A ‘counting house’ was ‘the controlling house for a merchant’s business. . . [dealing] ...in com- 
modities, Bills of Exchange etc. [and sometimes conducting] the quasi-banking operations of lending 
and investment’ (Previts and Sheldahl, 1977). 


3 This and subsequent references to Cay (1989) should be treated with caution because her book is 
` ‘written as a story rather than as a documentary’ (frontispiece) and is based partly on recollections 
orally communicated to the author by A. P. Lord, Simeon Lord’s grandson. 


95 


ABACUS 


several intriguing advertisements seeking employment in ‘bookkeeping’ and/or 
‘accompts’ placed by a ‘J.B. and a ‘T. A. Gee’ in the Sydney Gazette of 1813 and 
1814. They argued that, after about 1813, new arrivals from the U.K. with genuine, 
practical ‘accompting’ experience were implicated in passing their knowledge on to 
others (1996a, p. 236). This section elaborates upon this argument by providing 
brief biographical profiles of two convicts possessing practical accounting experi- 
ence who arrived in this period: T. A. Gee (see also Craig, 1998a) and James 
Hankinson.” 


Thomas Ayliffe Gee 

Gee was a convicted embezzler from London. He arrived in Sydney in October 
1814 (per Somersetshire), sentenced to fourteen years’ transportation. Gee is the 
first convict transported to N.S.W. to list his occupation, at the time of his trial in 
the U.K., as ‘Accountant’ (or ‘Accomptant’).® Indeed, the first entry under ‘Account- 
ant’ in the Index to the Sydney Gazette, 1803-1825 (Mitchell Library, Sydney, 1971) 
is in respect of the advertisement placed by Gee on 17 December 1814. 

Gee was a recidivist who found it difficult to resist the temptation to steal. He 
had conducted an accompting office for a firm of London brewers. But he was 
discovered ‘living in a most extravagant and profligate manner’. He had embezzled 
funds totalling £1,300 by personally pocketing selected cash receipts of his employers 
(The Times, 23 September 1813, 3c). He attempted to conceal his frauds by making 
false entries in the firm’s ledger and by failing to enter receipts in the firm’s cash 
book. After a warrant had been issued for his arrest, Gee wrote to his employer 
threatening to commit suicide: ‘If, by any untoward circumstance, my abode should 
be traced, I hope my Maker will excuse me if I should be my own executioner’. 
It was, and he was not! (Old Bailey Proceedings, Part 2, 1794-1834, Reel 28.) He 
punctuated his two terms of secondary transportation after arrival in N.S.W. with 
employment as a clerk in the Commissariat. In March 1815 he was sentenced to 
transportation to Newcastle for a year and was transported to Port Macquarie for 
seven years in October 1823 for stealing three cases of gin from his employer, 
Vickers Jacob, a Sydney merchant. (Colonial Secretary’s Papers, 1788-1825, Reel 
6004, pp. 476-7; Reel 6016, p. 16; Reel 6059, p. 126; Reel 6023, p. 107; Sydney 
Gazette, 16 October 1823, p. 2.) Whether Gee’s advertisement in the Sydney Gazette, 
extolling his knowledge of ‘accounts’, had practical effect or immediate impact on 
the diffusion of accounting knowledge in the colony is problematic. Gee died at 
Port Macquarie, aged forty-three years, in 1827 (NSW Pioneers’ Index, Vol. 44b, 
No. 74). 


Despite exhaustive searches by the author, the identity of ‘J.B.’ remains a mystery. 

5 Several others, such as Thomas McVitie and John Thomas Campbell, who arrived in the colony 
in this period possessing commercial experience, are chronicled in the Australian Dictionary of 
Biography. 

16 Gee is described as ‘Clerk and Accountant’? (AONSW, Principal Superintendent of Convicts: Bound 

Indents, 1788-1835, Fiche 635). 
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James Hankinson 

Hankinson, a convicted embezzler, seems typical of the less discernible yet com- 
mercially experienced arrivals from the U.K. between about 1810 and 1817, who 
brought with them practical knowledge of accounting procedures. Hankinson arrived 
in 1813 (per Earl Spencer), possessing two years’ experience as an ‘accompting house 
clerk’ for a firm of London brewers (Old Bailey Proceedings, Part 2, 1794-1834, 
Reel 27, mfm 1747, 12 October, 1812, p. 565). He was assigned as an ‘extra clerk’ in 
the Commissary, where his duties in 1817 included ‘keeping account of provisions 
etc.’ (“Return of the Commissariat Department of New South Wales’, by Deputy 
Commissary General, Allen, March 1817, Historical Records of Australia, I, Vol. 
IX, pp. 254-5.) Hankinson was prominent in the commercial life of the colony, 
especially between 1818 and 1825 as an auctioneer, publican, baker and landholder. 
- Propagation of double-entry accounting would have been facilitated by persons 
such as ‘J. B.’, T. A. Gee, Hankinson and John Croaker. The infusion of commer- 
cial expertise into the colony (including bookkeeping expertise) is evidenced too in 
the number of ‘clerks’ in colonial musters. In 1805/6 there were 30 (6 in private 
commercial employment); in 1814 there were 41 (9 in private commercial employ- 
ment), and in 1822 there were 93 (25 in private commercial employment) (Baxter, 
1989, 1988b, 1987b). Rather than unquestioningly supporting explanations for know- 
ledge of double-entry accounting being sourced in school-based education in the 
colony, it is probably sounder to surmise that it arose from ‘informal, on-the-job’ 
mentorship and passing-on of knowledge, especially from about 1810 onwards. ' 


EARLY DOUBLE-ENTRY ACCOUNTING RECORDS 
AND A PIONEER ‘ACCOUNTEE’ 


Growth in the scale, sophistication and capital needs of commercial entities in the 
late 1810s ‘provided impetus for the use of double-entry accounting in colonial 
commerce (Craig and Jenkins, 1996a, p. 233). At its commencement in 1817, the 
colony’s first bank, the Bank of New South Wales, had compelling reasons to 
adopt double-entry accounting. It was a much larger, more complex, and more 
accountable business than most in the colony. It needed orderly and sophisticated 
accounting procedures so that its subscribers and other ‘stakeholders’ could assess 
the operational competence of managers and the performance of directors.”” 
Despite determined searches by accounting scholars, no records of a double-entry 
bookkeeping system in operation in N.S.W. before 1817 have been identified.” 


17? With the possible exceptions of the businesses operated by several large merchants (such as Simeon 


Lord and Robert Campbell), the Bank of New South Wales was probably the only commercial 
business of the time large enough (and with a large and diverse constituency of stakeholders) to 
make the adoption of a comprehensive system of double-entry based accounting worthwhile. 


18 For example, Goldberg (1952) examined the ledger of T. Abbott for the period 1805 to 1811, the 
account-books of W. H. Mansell, 1809 to 1819, and those of D’Arcy Wentworth, 1812 to 1820, and 
concluded they were not in double-entry form. Some accounting records relating to the colony, kept 
in London, by Cox and Greenwood, agents for the N.S.W. Corps, were prepared in double-entry 
form as early as 1801 (Craig and Jenkins, 1996b; Booker 1992, p. 23). 
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The first surviving records of a double-entry bookkeeping system are those 
prepared on the commencement of trading by the Bank of New South Wales in 
April 1817.” These are significant artefacts of Australia’s commercial heritage. 
They are currently accessible, by appointment, at the Historical Services Section of 
the Westpac Bank in Sydney. Craig and Jenkins (1996a, pp. 229-30) argued that 
the Bank of New South Wales’ double-entry system was developed by John Croaker, 
a banker’s clerk transported to Sydney i in 1816 for ‘felonious embezzlement’ and 
that this system was atypical of general bookkeeping practice in the colony at that 
time (The Kentish Gazette 20 October, 1815; Holder 1970, p. 34; Sykes 1988, p. 10). 
The first tangible artefact of Croaker’s influence of the development of the book- 
keeping system of the Bank of New South Wales arises in respect of the financial 
affairs of Sergeant Jeremiah Murphy. An enticing glimpse of Murphy, in a sense 
Australia’s first ‘accountee’, is provided below (see also Craig, 1998c). 


Sergeant Jeremiah Murphy” 

Murphy, of the 46th (or South Devonshire) Regiment of Foot, is the first person in 
respect of whose affairs in the colony a double-entry accounting record has been 
found. On. Saturday 5 April 1817, three days before the Bank of New South Wales 
officially opened for business, its ledger records him as having deposited £50. The 
bank’s first ledger entry is: 


Z. 
Dr. Goremiah WMurphy Sorgt 46th Regt. nr. 


i i| Er 


The number at the top left-hand corner indicates this to be page 1 of the bank’s 
ledger. The front of the ledger is principally composed of about 400 pages for 
accounts of individual customers, with a variety of other liability, owners’ equity, 
asset and expense accounts comprising about fifty pages at the back.” The number 
‘3’ in the second column from the right indicates that the entry has been posted 
from page 3 of the ‘day book’ or journal in which the bank kept a chronological 
record of transactions.” 














1? These records consist of a ledger dated 5 April 1817 to an unstated date in 1820; a stock book dated 
7 December 1818 to 23 November 1819; and a cash book dated 21 August 1820 to 7 February 1821. 


Some information relating to Murphy is taken from secondary sources, specifically an article by 
Noel Griffiths in The Sun newspaper, 19 November 1980. 


2! Generally, accounts are presented on a single page, divided into ‘Dr.’ [debit] and ‘Cr.’ [credit] sides, 


as in the illustration provided of Sergeant Murphy’s account. The debit and credit entries are not 
presented on opposing or facing pages, as was frequent practice in Britain. 


2 A further unsuccessful search for this book of original entry was made at the Westpac Bank in 1996. 
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Transactions were recorded in a fashion consistent with that in common use in 
English banks of the time. This is described by the doyen of nineteenth-century 
British banking practice, Gilbart (1849), under the headings ‘Day Book’ (pp. 287- 
8) and ‘Current Account Ledger’ (pp. 289-90). The ‘Day Book’ operated as a cash 
receipts and cash payments journal with periodic posting to the bank’s main ledger 
at the close of each day’s trading or when the foot of each page was reached. The 
first.two pages of the ‘Day Book’, completed before the entry to record Jeremiah 
Murphy’s deposit, might have been used to record the bank’s capital subscriptions 
and formation expenses. 

Murphy (1787-1820) has a strong claim for recognition as Australia’s first (double- 
entry) ‘accountee’, the first holder of a deposit account in an Australian bank, and 
the first customer to close his account—a distinction he earned on 11 September 
1817 (Holder, 1970, p. 39). Born in Cork, Murphy enlisted in the British Army 
in 1810, embarked for N.S.W. in August 1813, and served there until 1818.7 He 
was an adept and enterprising character: accounts of his exploits describe him as 
cunning, resourceful, industrious and reliable. In one astounding feat of skill, guile 
and stamina in 1816, a small party of soldiers under his command succeeded ‘with 
neither horse or dog, nor the benefit of a fence’ (Griffiths, 1980) in rounding up 
some Crown cattle running wild in the sparsely settled and vast expanse of ter- 
ritory on the western side of the Great Dividing Range. Governor Macquarie was 
so pleased that he awarded Murphy £5 ‘as a gift for his vigilance and attention in 
the performance of his duty’ (Colonial Secretary’s Papers, 1788-1825, Reel 6038, 
$Z759, p. 272). Shortly afterwards, Murphy supervised the building of Macquarie’s 
Lighthouse near the entrance to Sydney Harbour. Although no stonemasons had 
been allotted to him, the lighthouse was completed to the delight of the governor, 
who rewarded Murphy with a gift of £13 11s. 6d. (Colonial Secretary’s Papers, 
1788-1825, Reel 6038, SZ759, pp. 373, 412). 


USE OF THE TERM ‘ACCOUNTANT?’ 


Linn (1996) does not outline when the occupational descriptors ‘accountant’ (or 
‘accomptant’) first arose in Australia. It is important to do so to avoid presumption 
that the terms were in common use from the colony’s inception.” Though rare, 
there are several instances of the use of the terms prior to 1817.* The earliest use 


P Public Record Office memorandum dated 15 March 1966 of ‘Record of Service’ of Sergeant Jeremiah 
Murphy, citing War Office documents 25/394, 12/8509-8512 and 25/1809 no. 45 (NM. 121/66). 


* A reviewer has drawn attention to the fact that the inaugural governor, Arthur Phillip, was described as 
an ‘accountant’ in Britain by its Treasury and Audit Office. They used the term to describe anyone 
who was entrusted with, and had to account for, public money. Phillip was described as an ‘accountant’ 
on the ‘charge and discharge’ account that was made up subsequent to his return to England in 1793. 


5 One of the first documented uses of the term ‘public accountant’ occurred in 1823. In a letter dated 
20 March 1823 to the Colonial Secretary in London, Sir Thomas Brisbane was concerned by ‘the con- 
fused state of the public accounts’ and asked that a ‘public accountant’ (emphasis added) be sent out 
to Sydney ‘to bring the public accounts into that train of arrangement that it will be easy to check the 
expenditure’ (Historical Records of Australia, I, Vol. XI, pp. 58-9). Public accountant here refers to 
an exponent of governmental accounting, which was not in double-entry form in the U.K. at the time. 
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of either term in the Sydney Gazette was by Michael Hayes” on 28 August 1803 in 
an advertisement seeking work as an ‘accomptant in a Mercantile situation or in 
the brewing and malting business”’ (see also Craig, 1998b, pp. 68-9). Hayes’ advert- 
isement {repeated on 11 September and 9 October) was effective, for he obtained 
employment with the merchants George Bass and Charles Bishop, where his duties 
included the furnishing of ‘quarterly accounts’ (Sydney Gazette, 21 and 28 October 
1804). But Hayes did not work as an ‘accomptant’ for very long. As a sideline, he 
employed a prisoner, Michael Wallis, to assist in the operation of an illicit forty- 
gallon still. It was a substantial venture: when discovered by police they also found 
‘13 casks containing 1,700 gallons of fermenting liquor, and 3 kegs with 45 gallons 
of singlings’ (Sydney Gazette, 29 September 1805, p. 2). As a consequence, Hayes 
was transported to Norfolk Island. He worked there as an agent for the Sydney 
merchant, Thomas Jamison, before returning to Sydney in 1808. He was variously 
self-employed between 1810 and 1825 as a licensed victualler, dealer and debt 
collector and ‘was prominent in attempts to secure Catholic chaplains for the 
colony’ (Baxter, 1987b, 1988b; Colonial Secretary’s Papers, 1788-1825, Reel 6038, 
pp. 18-19, 181-3; Whitaker, 1994, p. 207). Hayes was found drowned, in suspicious 
circumstances, in what is now Sydney’s Darling Harbour, in September 1825.” The 
Sydney Gazette (15 September 1825) simply reported: ‘It is feared the poor man 
destroyed his life in a fit of despondency’—presumably because of his impecunious 
situation at the time and his melancholy over the death of his four-year-old daugh- 
ter, Amelia.» 

The first citation of ‘accountant’ in the Index of the Sydney Gazette was to 
Thomas Gee’s advertisement of December 1814 (referred to above). Although 
Gee sought accounting work, he did not use the word ‘accountant’. Another early 
use of the term occurs in the Bank of New South Wales directors’ minute book of 
12 February 1817 which cites a letter from a ‘Mr. Croaker, of George St., account- 
ant (emphasis added) seeking employment as ‘Principal Bookkeeper’. We return 
to Croaker below. No person was described as ‘accountant’ or ‘accomptant’ in 
the musters and lists of the colony from 1800 to 1822 (Baxter, 1987a, 1987b, 1988a, 
1988b, 1989). It was not until the 1828 Census that this occupational descriptor 
first appears—by John Henry Black, John Westgate (arrived 1828) and Nathanial 


2 Hayes had been transported to Sydney in 1800 for ‘having administered the united Irishman’s Oath 
in the [Irish] rebellion’ (Transportation Records: Ireland to Australia 1788-1868, National Library of 
Australia, 1989: State Prisoners’ Petitions 636, Reel 23). 


Inexplicably, this advertisement is not included under ‘accountant’ or ‘accomptant’ in the nineteen- 
volume Index to the Sydney Gazette, 1803-1825 (Mitchell Library, 1971). 


An unsuccessful search for these ‘accounts’ has been conducted at the State Library of New South 
Wales by the author. 


Toni Barry, a family descendant, claims there was strong suspicion he was pushed to his death by 
enemies he had made working as a debt collector. 7 


X NSW Pioneers’ Index 1821, V1821100; Baxter, 1988b; Colonial Secretary’s Papers, 1788-1825, Fiche. 
3065, pp. 801-4. 
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Whiteside (arrived 1828) (Sainty and Johnson, 1985). Craig and Jenkins (1996a) 
have drawn upon this to argue that Black appears to be the first Australian 
accountant born in the colony. Further biographical information relating to Black 
is provided below. 


PIONEER DOUBLE-ENTRY ACCOUNTANT(S) 


Craig and Jenkins (1996a, pp. 229-32) pondered the likely identity of the first 
‘accountant’ in NSW to design, implement or operate a comprehensive system of 
double-entry accounting.’ They have argued that John Henry Black was the first 
person born in the colony to practise as an ‘accountant’ (as that term is defined 
here) and that John Croaker was the first person, irrespective of birthplace, to do 
so. But the claims of some others to this distinction deserve scrutiny. A case in 
point is that of Francis Williams, which arises by virtue of his being the earliest 
Australian accountant to warrant an entry in the Australian Dictionary of Bio- 
graphy (ADB). The ADB chooses for its subjects those who have ‘been widely 
regarded as being significant figures in the course of Australian history’ (Sainty 
and Flynn, 1991, p. 6). An index to the ADB indicates nine ‘accountants’ had 
entries in Volumes 1 and 2, covering the period 1788-1850 (Sainty and Flynn, 
1991). The earliest of those mentioned is Francis Williams. 


Francis Williams (1780-1831) 
Williams arrived in the colony in 1806 (per Lucy) as a free person. From 1810 to 
1813 he was a business partner of prominent Sydney merchant, Simeon Lord. 
Williams had farming interests on the Hawkesbury River and in Van Diemen’s 
Land and was appointed a magistrate in Hobart in 1814. In 1818 he ‘obtained the 
position of accountant with the Bank of New South Wales’ in Sydney and shortly 
afterwards the more senior position of cashier (Pike, 1967b, p. 598). But it was not 
Williams’ acumen as an accountant which was his principal claim to fame. Rather, 
his abysmal failure as an accountant and cashier helped bring him to prominence. 
The directors of the Bank of New South Wales asked Williams to resign in 
September 1820. This request was unsuccessful and they dismissed him in January 
1821. Although Williams concealed about £12,000 in unauthorized advances ‘by 
entering non-existent deposits in the bank books’ (Pike, 1967b, p. 599), he did not 
benefit financially from his own slipshod aceounHne (Holder, 1970, p. 39). Williams 
was alleged to be 


crediting his friends with amounts not deposited in their accounts and permitting them to 
overdraw, and accepting presents, usually quite insignificant ones—as, for instance, a 
couple of fat chickens—from customers whose cheques he would accept and hold until 
there was Bi money in their accounts to meet them. (Allen 1958, p. 55) 


3 ‘Accountant’ is:defined here in terms of the practice of double-entry bookkeeping. The distinction 


of being Australia’s first single-entry bookkeeping ‘accountant’ is possibly attributable to Andrew 
Miller, Miller was the colony’s commissary from 1788 to 1790 and is believed to have been respons- 
ible for the initial entries in the Commissariat’s accounting records. See Parsons (1988, pp. 11-14) 
and Craig and Jenkins (1996a, p. 229). 
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Williams appears to have been very naive too, with an undeveloped notion of 
the importance of internal audit controls. According to Holder (1957, p. 101): 
‘Directors carried home notes for signature in preparation for issue, but no list of 
them was retained by the cashier as a check against misappropriation. Williams 
explained that that such a procedure was unnecessary amongst “gentlemen”.’ 
Although his actions were allegedly due to his ‘desire for prestige and popularity 
rather than to any premeditated plan for monetary gain’, Williams was convicted 
of embezzlement in March 1822. He was transported to Newcastle for fourteen 
years and worked there as a clerk until released in 1828 (Pike, 1967b, p. 599). 
Williams’ notoriety as one of the ADB’s ‘significant figures’ was not earned as a 
consequence of his acumen as an accountant. Allegedly, he was a poor account- 
ant who operated ‘an extraordinary casual system of accounting’ (Holder, 1957, 
p. 101). 

Whether one accepts the claims of Black, Croaker or Williams to primacy is not 
necessarily important. But it is important to acknowledge that they were pioneer 
accountants deserving of stronger recognition by historians generally, and the 
accounting profession in particular. The biographical profiles of John Croaker and 
John Henry Black provided by Craig and Jenkins (1996a, pp. 229-32), are extended 
considerably below. 


John Croaker (1788-1824) 

In addition to his work experience as ‘first clerk’ at the Isle of Thanet Bank of 
Sackett and Co., Margate, Kent from 1811 to 1815, Croaker also worked as a 
banker’s clerk in Garrett’s Bank in Ramsgate from 1808 to 1811 (Kentish Gazette, 
20 October 1815). Both of these banks used double-entry accounting procedures, 
in keeping with common banking practice in the area at the time.” 

On arrival in Sydney in October 1816 (per Mariner) convicted for embezzling 
£3,000 from Sackett’s bank, Croaker was granted a ticket-of-leave. He was joined 
by his wife, Susannah, and two young children (per Elizabeth, 1816). He dabbled 
for a while as a dealer and soon secured a post as clerk to the Advocate-General, 
John Wylde—the official largely responsible for establishing the Bank of New South 
Wales. There Croaker was privy to, and possibly involved in, aspects of the initial 
planning of the bank. Croaker’s use of the term ‘accountant’ in a letter to the bank 
in February 1817 is significant for, as was noted above, it was a rather new occupa- 
tional description in the colony at the time (Bank of New South Wales Minute 
Book, 12 February 1817, p. 40). Even as late as March 1817, none of the thirty- 
eight employees of the Commissariat Department (responsible for all government 


2 Tam indebted to Dr John Booker, group archivist, Lloyds TSB Group, London, for this assessment. 
In personal correspondence with the author, Dr Booker has concluded ‘that there is little doubt’ 
that John Croaker would have used double-entry accounting procedures at these two East Kent 
banks. They were part of a close-knit coterie of banks of which the accounts of two have ived— 
those of Cobbs of Margate and Hammond’s of Canterbury. The earliest ledgers of both (1780s for 
Hammond’s and 1810 for Cobbs) are in the custody of Dr Booker, along with secondary evidence 
pointing to the use of double-entry accounting by Cobbs as early as 1802. These and all other bank 
ledgers which have survived from this period, from anywhere in England, are in the experience of 
Dr Booker ‘in double-entry’. 
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stores) was described as ‘accountant’.® The timing of Croaker’s use of the term is 
important too: it was received three days before the first advertisement placed by 
the directors seeking to employ a ‘cashier’ and a ‘principal accountant’ (Sydney 
Gazette, 15 February 1817, p. 1) and suggests that Croaker might have been privy 
to the staff planning decisions of the bank in its formative phase. 

Craig and Jenkins (1996a, p. 230) explain why it is not surprising that Croaker’s 
application for employment was declined and why it is reasonable to speculate that 
he was responsible for the design and initial implementation of the bank’s double- 
entry bookkeeping system. The additional biographical information provided here 
and in a book on the life of John Croaker (Booker and Craig, forthcoming) is 
consistent with an argument that Croaker played a pivotal role in the establishment 
of the accounting record-keeping procedures at the Bank of New South Wales. 
This role was acquired not so much by virtue of any outstanding commercial 
brilliance, but rather because he was simply well-placed to do so, by sheer coincid- 
ence and circumstance. Croaker was a proficient exponent of bank accounting 
procedures—so much so that he was called in to assist the bank to sort out its 
accounting and financial predicament on 8 February 1821 after the dismissal of 
Francis Williams and the resignation of its accountant, Wills (Second Minute Book, 
Bank of New South Wales, 8 February 1821, p. 161; 27 April 1821, p. 170; Craig 
and Jenkins, 1996a, p. 230). Croaker served as principal clerk in the police office 
from April 1820 to February 1822. He had numerous business interests too. During 
1819 he owned, leased or managed three properties: the forty-acre Hartigan’s Farm 
in what is now Bradbury, a dormitory suburb of Campbelltown; a farm of about 
thirty acres at Perroquet Hill, in Ultimo, fronting onto the northern side of Parra- 
matta Road; and a property at Nos 1 and 2 Upper Pitt Street, on the corner of Park 
Street, near the current Park Plaza monorail station, from where he attempted to 
operate a malting business and a hotel. 

Croaker was well-educated and an adept accountant, with considerable experi- 
ence of operating a double-entry bank accounting system. He was before the civil 
courts on numerous occasions for failure to honour promissory notes and to pay 
his debts on time.” By the end of 1822, most of his property had been sold by the 
Provost Marshall to honour debts. Croaker sailed from the colony in April 1823 
bound for England, accompanied by his eleven-year-old son, John Wilkinson 
Croaker (AONSW, Passengers Departing 1816-1825, Reel 562, p. 62; Cumpston, 
1977, p. 141). His ship, Mariner, was wrecked on the Island of Chiloé, off the 
southern Chilean coast, on 1 July 1823 (Sydney Gazette, 1 April 1824, p. 2). Croaker 


3 Although note that the ‘Principle [sic] Assistant Clerk’, T. W. Middleton, was said to be employed 
‘Superint’g the making up of all Accts, examining do. and keeping Cash accts etc’. (“Return of the 

~ Commissariat Department of New South Wales’, by Deputy. Commissary General Allen, March 
1817, Historical Records of Australia, 1, Vol. IX, pp. 254-5). 


* This paragraph draws upon the general points raised by Craig and Jenkins (1996a, pp. 230-1). 
3 See Supreme Court of Civil Jurisdiction Judgement Rolls for 1820-22, cases 133, 151, 157, 239, 302, 
482, 493, 499, 566, 568. The plaintiffs were principally merchants and included Robert Campbell 


Junior, Robert Hazard, Edward Eagar, Robert Cooper, Thomas Hart, Patrick Garrigan and Thomas 
Harper. 
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and his son survived the shipwreck. However, in circumstances still a mystery, 
John Croaker senior died in 1824, before reaching England (AONSW 4/1841, 
Fiche 3126, Memorial No. 179, 1825, p. 163). 

Further investigation of John Croaker’s life and commercial activities in the 
colony will provide beneficial insights. For example, Croaker’s bill discounting 
activities at the Bank of New South Wales, 1817-1820, have been subjected to 
detailed analysis by Booker and Craig (1999). They draw upon this to explain how 
documentary credit operated in the currency-deprived colony and develop a proto- 
col useful in estimating the turnover and profit of individual dealers and merchants 
in the colony. 

The Croaker name lives on in the contemporary world of Australian account- 
ancy: John Croaker’s great-great-grandson Charles ‘Peter’ Croaker was the prin- 
cipal in the accountancy firm of C. R. Croaker and Co. in Lithgow from 1959 until 
1972 and in Bathurst from 1975 until 1993. His sons are currently principals in 
accountancy firms: Charles at C. R. Croaker and Co. in Bundall (Queensland) and 
John at John Croaker and Co. in Bathurst.* 


John Henry Black (1799-1867) 

Craig and Jenkins (1996a) claimed that Black is a person of historical significance - 
because he was the first person, born in the colony, to be described as an ‘account- 

ant’ in an official muster or census. He is a significant figure in Australian banking 

history too. As secretary and cashier of the Bank of New South Wales between 

1829 and 1854 (in effect its general manager or chief executive officer), John Black 

was instrumental in its success—in its consolidation and growth during its formative, 

initial decades of operation. 

Black was the son of Mary Hide (or Hyde), a convict, and Captain John Black, 
a ship’s captain, who had ‘set up housekeeping without the formality of marriage’ 
in Sydney in 1798 (Clune, 1987, p. 39). John Henry Black was born in Sydney on 31 
May 1799 (AONSW, Births Deaths and Marriages Registers 1787-1856, Reels 5001, 
5002) and was orphaned in 1802 when his father’s ship, the Fly, foundered on a 
voyage to Calcutta (Sydney Gazette, 15 November 1803, 15 April 1804). His mother 
became the de facto wife of Simeon Lord soon afterwards, but their marriage was 
not legally formalized until 1814 (Clune, 1987, p. 41; Rowland, 1944). Thus, John 
Henry Black became the stepson of one of the most wealthy, prominent and com- 
mercially astute merchants in the colony. 

Black was appointed ‘accountant and assistant cashier’ of the Bank of New South 
Wales on 12 February 1821 and resigned in July 1822, with the board’s ‘regret’ 
(Bank of New South Wales, Second Minute Book, 23 July 1822). He was very 
active in attempting to establish the Sydney Commercial Bank, acting as secretary 


* Charles Richard ‘Peter’ Croaker, Bathurst, provided this information. 


” Craig and Jenkins (1996a) mistakenly reported Black’s death as occurring in 1854, the date of his 
termination of employment with the Bank of New South Wales. Black died on 9 June 1867 at his 
Macquarie Street home and was buried in Randwick Cemetery (Bank of New South Wales, Person- 
alities File, Westpac Archives, Sydney; NSW Pioneers’ Index, Sydney 1867, No. 1289). 
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to the Provisional Committee. He was appointed ‘accountant and assistant cashier’ 
of the Bank of New South Wales in May 1826 and then ‘cashier and secretary’ in 
August 1829, serving in that position until 1854. For most of that time Black lived 
in the bank’s premises in George Street (Holder, 1970, pp. 90, 233). Black ‘guided 
the bank through several crises and presided over its growth into a major institution’ 
(n.d., Anon., ‘Personalities File: John Henry Black’, Westpac Bank, Sydney). 

Black was a ‘currency lad who had acquired considerable commercial and 
counting-house experience growing up in Simeon Lord’s mansion, working as a 
clerk in Lord’s ‘counting house’ in about 1814, managing Lord’s hat factory at Botany 
in 1815, serving as a partner in several shipping ventures with Lord, and later working 
as an ‘accountant’ to his stepfather in Sydney in 1828 (Cay, 1989, p. 83; Craig and 
Jenkins, 1996a, p. 272; Hainsworth, 1968, pp. 20-1, 1972, p. 240; Sydney Gazette, 18 
March 1815; 1828 Census of NSW, Sainty and Johnson, 1985). Craig and Jenkins 
(1996a, p. 232) point to the improbability that there might have been other per- 
sons, born in the colony, who had the commercial experience to assume a position 
as accountant prior to Black in February 1821. The first mention in any muster or 
census of clerks born in the colony occurs in the 1822 Muster (Baxter, 1988b). The 
five clerks so described were, in addition to Black, Thomas Burne (Commissariat, 
Parramatta), W. John Fulton (a magistrate’s clerk at Evan), William Longford 
(Commissariat, Parramatta) and George Wright (employed at Parramatta) (Baxter, 
1988b, pp. 37, 66, 178, 297, 528) but of these only John Black, described as ‘Bank 
Clerk’, was employed in the non-governmental commercial sector. 


CONCLUSIONS 


Currently, the earliest reliable, physically surviving artefactual evidence of a sys- 
tem of accounting records based on double-entry bookkeeping procedures is found 
in the accounting ledgers commenced by the Bank of New South Wales in April 
1817. If a comprehensive system of double-entry accounting existed in the colony 
of N.S.W. before 1817, no evidence of that has emerged. The Bank of New South 
Wales’ first ledger, covering the period 5 April 1817 to an unstated date in 1820, 
should be regarded as a significant artefact of Australia’s commercial history. 

Those implicated here in operating accounting in the early N.S.W. colony were 
from diverse backgrounds with widely varying reputations, backgrounds and 
competencies. They include the illicit distiller, Michael Hayes (1767-1825); the 
Margate embezzler John Croaker (1788-1824); the currency lad, John Henry Black 
(1799-1867); the embezzler and thief, Thomas Ayliffe Gee (1784-1827); and the 
embezzler, Francis Williams (1780-1831). They are a rich cast of characters who 
together comprise a motley (though talented) group. Most were opportunistic in 
their approach to life in the colony, with their villainy never far behind them. Only 
John Henry Black emerges as a likely antecedent of today’s archetypal conservat- 
ive accountant in a grey flannel suit. 


* A term commonly used in the 1810s and 1820s to describe youths and young adults who had been 
born in the colony. 
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Wilhelm Rieger and Cash Accounting: 
An Essay in Controversial Ideas! 


Wilhelm Rieger of Nürnberg and Tubingen (1878-1971) was an advocate 
of private and market economics. Much of his teaching is here explained 
in relation to his banking training, and by German institutional arrange- 
ments of perennial involvements by banks in the affairs of their client firms. 
Bank accounting thus revealed the fortunes of firms from flotation to 
liquidation and reduced the dependence of participants on annual balances 
and reports. Rieger scorned the meaningfulness of ‘interim’ reporting and 
valuation because cash or investment cycles were of varied duration. (The 
contemporary capital theory of Austrian economists placed importance 
on the length of Umweg or ‘roundaboutness’.) Cash transactions gave rise 
to courageous tracings and imputation through the firm’s value cycles. 
Nevertheless, Rieger preferred an accounting for free movements on com- 
petitive markets and thus of ‘external’ cash to those accounting systems 
proposed by Schmalenbach’s Betrieb or ‘business entity’ or by Schmidt’s 
Organische, or ‘organic’, real capital maintaining firm. Rieger’s total re- 
jection of inflation and derived accounting adjustments are reinvoked as 
integral to the successes of the postwar German and derived European 
Union economies. 


Key words: Banking; German accounting; Supervision; Rieger; Theory. 


Wilhelm Rieger came from banking into economics, where he argued the condi- 
tional preferability of private interests and market relations over the economics of 
the firm or business. The latter was taught, often with ethical tones, in many 
German Schools until the theory of social market economy was introduced by 
Rieger’s former student, Ludwig Ehrhard, in 1948. Rieger, moreover, attributed 


Abacus has a long history of interest in exposing the views from non-Anglo-American accounting 
theorists, as evident in the articles by Mey, (1966) Vos (1970) Burgert (1972), and more recently 
Clarke’ and Dean (1986) and Graves (1989). In an early issue of Abacus (September 1966) the 
foundation, editor, Professor Emeritus Raymond Chambers, lamented that ‘the theoretical literature 
of accounting and business economics in the English language contains few expositions of the views 
of those who have written principally in another language. It is hoped to publish from time to time 
articles on the work of such scholars’ (p. 3). Publication of this article continues attempts to redress 
this oversight. 
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Tapia in Barcelona. In‘relation to inter-war institutions and debasements, valuable guidance was re- 
ceived from colleagues at the University of Strathclyde. 
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chief responsibility for inflation and its alleviation to bankers and politicians rather 
than to those advocating accounting adjustments. Even more controversial was his 
belittling of the information value of annual accounts since cash flows, in and out, 
terminate in shorter or longer time spans. While the banker’s focus was on external 
flows, Rieger also traced internal ‘cycles’ which may be seen as determining the 
varying ‘roundaboutnesses’ of Austrian capital theory. 

In Rieger one finds a robust but often isolated figure who has featured little in 
recent German histories and less in English reviews of the first half of the twen- 
tieth century (but notably he was mentioned in Hain’s Melbourne PhD thesis of 
1973, published by Arno Press in 1980). He is referred to occasionally in compar- 
isons of commercial and economic profitabilities (see, e.g., Ordelheide, 1987). Here, 
however, prior and subsequent theoretical and institutional influences are sketched. 
The varied polities during Rieger’s life should deter observers from facile extra- 
polations into contemporary theory or practice, while his mode and tone of writing 
do not encourage comparison with the later comprehensive argumentation of aca- 
demic theorists such as R. J. Chambers. 

Diverse interests may be aroused by the themes discussed. They cannot all 
be satisfied by the level, sequence and authentication of the treatment which is 
here possible. Sections will be offered on Rieger’s bio-data; on his two Business 
Schools and the students whom he influenced; and his cash or nominalist account- 
ing explicated in relation to actual bank practice. Attention is then turned from 
external to internal flows—prompted, it may seem, by capital defined in temporal 
terms. But recourse to money theories was also applied to reject any accounting 
adjustments for price changes. Rieger’s case deserves to be noted in contrast to 
the widely respected and imitated inflation accountings of his contemporaries 
Schmidt, Schmalenbach and Mahlberg.’ His views are of special interest in contem- 
porary discussions about a European Union with stable and hopefully integrated 
currencies. 


BIO-DATA 


Rieger’s long life appears as neither eventful nor, like his Dutch contemporary, 
Theodor Limperg’s, productive in publications. He was born in 1878 in Saarburg, 
Lotharingia, and studied at Strasbourg University. Thereafter, he obtained experi- 
ence in banking, industry and commerce, before being called to a chair in Private 
Economics at the Nürnberg College of Commerce where he was the first director. 
He later moved to Tübingen University, where he was professor from’ 1928 to 
1947, his rights being restricted during Nazi times. In 1948 and 1949 he taught at 
the Technische Hochschule in Stuttgart. Respects were paid to him in the honorary 
doctorate awarded by Munich University in 1958, and by the Festschrifts honouring 
his seventy-fifth and eighty-fifth birthdays and, seven years after his death in. 1971, 
the centenary of his birth. i 


2 The controversy is dealt with in the Anglo-American accounting literature by: Mattessich (1984), J 
Clarke and Dean (1986, 1990, 1992), Dean et al. (1990), Graves et al. (1989) and Camfferman (1994)... 
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As noted, Rieger published little. His dissertation studied the adoption of a 
gold-based currency in Germany, and foreshadowed his later interests. His chief 
text appeared in 1928, with one postwar reprint. Its title was Einführung in die 
Privatwirtschaftslehrre (Introduction to Private Economics; cf. Hahn, 1978, pp. 123- 
4). Two years later came an attack on Schmidt’s Die Organische Tageswertbilalnz 
(Organic Accounting) and in 1936 a diatribe against Schmalenbach’s Dynamische 
Bilanz (Dynamic Accounting). Finally in 1938 came his study of changing money- 
values (Uber Geldwertschwankungen). This followed several monographs on this 
topic in the early 1920s when Germany experienced the economic vicissitudes of 
the hyperinflation (see, e.g., Clarke and Dean, 1986). 


His School 

Rieger’s influence was exercised through his few works and importantly through 
his academic followers, who derived their ‘cost’ concepts from expenditures and 
expense. Eric Schaefer’s important Die Unternehmung (The Enterprise, 1949/78), 
Helmut Koch, and Hanns Linhardt are to be mentioned under this head (Schneider, 
1981, p. 391, n. 33). But one of the most precise criticisms of relating external cash 
movements through decisions to value changes is that of Paul Riebel (1963, 1984, 
1994). Another area of study and achievement was in the applied economics of 
many industries and sectors (Hundt, 1977, p. 38, n. 14). These disciples went 
beyond any cash-accounting or tracings and control of flows to comprehensive 
studies of industries and firms. 

But Rieger’s influence was greatest through his student, Ludwig Ehrhard, who 
moved from postwar shadows to become Minister of Economics and then Chancel- 
lor of the Federal Republic after Adenauer. Liberal market policies were pushed 
through in the late 1940s, contrary often to the wishes of the Allied occupying 
powers (Ehrhard, 1954). Focal in the strategy was a complete currency reform. 
(Further success from such policies may be hoped for in the wider European 
Union of the late twentieth-century reforms.) 


THEORY OF THE FIRM? 


Rieger offered a variety of definitions of the firm or enterprise including: ‘an 
institution for the achievement of money income, here termed profit, through 
operations in economic life’ (1928, p. 44). More provocatively, he called the firm 
‘An indivisible unit in time, and so there can be only one profit, a total profit’ 
(1928, p. 219). 

Here it is hypothesized that important features of Rieger’s micro-modelling can 
be derived from the pervasive and supervisory roles of the banks in the German 
economy of the nineteenth and twentieth centuries. Other models were available, 
for instance from Nicklisch in Berlin who regarded the firm as a workplace for 
humans (Locke, 1984, p. 160), or from Schmalenbach who focused on well-schooled 


3 This controversy is dealt with in Muscheid (1957) and Kruk et al. (1984) but not in the subsequent 
pages of this article. 
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economizing in firms where there might be little help from family owners or engin- 
eers. And Schmidt in Frankfurt wrote of the firm as an organ with functions and 
physical capital which must be maintained in the body politic and marketplace 
(Clarke and Dean, 1986). Rieger’s total-life and cash-flow theories are well explic- 
ated from widespread and productive banking practice. 

The German economic take-off in the nineteenth century had been Aged 
through her bankers, and through credit mobilier enterprise (Tilly, 1966). Bankers 
organized issues of shares for companies, and introduced them to bourses if neces- 
sary. Bankers were personally present on company boards, and had access at any 
time to the firm’s bank accounts. Their involvement continued through every stage 
from initial flotations to the terminal events for their relatively short-lived clients. 

Merchanting and banking have interacted closely over the centuries and inhered 
widely, but new relations developed in the nineteenth century with corporations 
established to provide transport or other services rather than to trade in goods. 
Control systems ensured that monies were collected and flowed to some central 
point from often distant offices. Transactions recorded through a bank were evid- 
enced more reliably than those carried out perhaps surreptitiously in cash and 
currency. Other challenges arose in the conversion and aggregation of foreign 
monies which became especially difficult when the gold standard for currencies 
was abandoned during and after World War I. 

The effectiveness of this banking-based system found its critics at the time when 
Rieger was writing. Thus it was claimed that the Reichsbank ‘permitted’ the infla- 
tion of the early 1920s; or that large banks later granted credit less to small than to 
large or state firms. Bankers with seats on supervisory boards in 1930 showed poor 
insight. Moreover, a creaking banking system had to be supplemented by other 
coordinating institutions and certainly did not prevent disaster in the 1930s (James, 
1986, pp. 139-45, 282). But it has been claimed that the system resumed after 
World War II and gave coordination to the whole economy as effectively as the 
apparatus of indicative planning in France (Shonfield, 1965). Nevertheless, it is not 
necessary to prove that this pervasive system served each client or the national 
economies of different periods optimally in order to justify the embodiment of 
features in an ideal type for the firm. Nor do historic precedents excuse in whole or 
part the need for some further rationale. 


Cheques and Balances 

Brief and direct initial contrasts may be drawn. Clients’ accounts were perpetually 
available to bankers who as members of supervisory boards could enquire more 
deeply at periodic meetings. Very short views were therefore possible for them, 
together with the longer term prescience and accountability required by investors. 
Within the firm, on the other hand, there were requirements to keep day-book 
records and to balance annually. Company law placed restrictions on directors in 
calculating profits and on shareholders in demanding dividends, while fiscal law 
required the calculation and taxation of annual business income (Wueller, 1969, 
p. 144). Such compulsions and levies did not offer attractive reasons for an exclus- 
ively periodized firm, so Rieger was to pay more attention to continuities. 


111 


ABACUS 


Entity Total Lives: Divisible Lives 

Many German economists adopted the total-life hypothesis from a preference for 
complete and congruent balances (Forrester, 1993a, p. 164). Rieger was more cyn- 
ical than others about the feasibility of periodic accounts and their aggregation. He 
could not have found feasible J. B. Williams’ (1938) model of successive one- 
periods closed by liquidation on complete markets. Yet, as has been suggested, the 
length of life of the clients of joint-stock banks was not infinite, so that longue 
durée was not as long as for corporations with perpetual succession. But if incorpora- 
tions had increased in the nineteenth century, only a few had lives constricted to 
twenty-one years. More particularly, many large and small firms were still operated 
as partnerships that were often terminable at will. For companies, general meet- 
ings usually took place twice a year, while the most important meeting for partners 
was to distribute and terminate. 

Since Rieger’s critique was of periodic accounting procedures, the historian must 
note the priority in time of project or venture-based mercantile bookkeeping from 
which periodic balancings evolved. Less likely to be known are instances in law or 
in partnership agreements which forbid any interim accounting or profit distribu- 
tion. (Price, 1971, p. 14; Schneider, 1981, p. 353). Interest could accrue periodically 
to partners, but this required no profit measurement. 

Thus, as precedent for Rieger’s total-life model, it is useful to contrast legal 
doctrines of perpetual succession with partnership agreements which allowed for 
termination ‘at will’. For all firms, Rieger queried reasons for an accountability at 
recurring calendar dates. 

Such interim reportings were to be replaced by more closely flexed horizons 
when this investment is finally repaid or that project reaches its terminus. For his 
proposals, a theoretic base may be found, reflecting the Austrian capital theory so 
widely accepted from the end of the nineteenth century (Strigl, 1934; Hayek, 1941). 
A birth-to-death horizon for the longest investment periods provided an envelope 
within which other inflows took place. This new entity essentially occupied tem- 
poral space. Such space and such an entity can be contrasted with a going concern 
divisible along a lineal temporal dimension. 


OBJECTIVITY AND COMPLETENESS 


Total-life records were held to be not just more complete but also more objective 
than those of interim periods. Moreover external transactions, negotiated of course 
on competitive markets, could be said to be more objective than internal transfers 
and imputations. Further grounds for the objectivity of external transactions arise 
from the mediation and records of reliable banks.* But more is required than a 
simple listing of receipts and payments, each denoted by the trading partner or the 
nature of the item. Cash-flow advocates have recently been content with such 
records providing a mirror image of the bank accounting. Rieger was, however, 
preoccupied with some matching of payments with relatable subsequent receipts. 


“On the authentication of records in Pacioli and on periodicity at Fairs, see Forrester, 1998. 
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His concern revealed itself in two charts, each of which went-beyond the ideal type, 
and external flows which are often assumed. 


Trajectories of Cash 

Comparison may be made between Rieger the monetarist and Karl Marx the 
materialist critic of capitalism. Marx’s theses are well known. The link of money- 
goods-money (M-G-M) was. applied to Mr Moneybags and to the possessor of 
labour-power (Capital, II, cap. vi). For Marx, Geld and gold circulated and were 
cumulated to achieve this-worldly and other worldly merits (Capital, J, cap. 3, 
s. 3a). At his time and since, however, the contributions of partners or of promoters 
of companies were never exclusively financial. Land, stocks and intangibles were 
typical non-financial inputs, for which prices or cash equivalents can be adopted. 
Of interest is how by trajectories and by flowcharts Rieger indicated diversities of 
project sequences and ageings by intrapolation from cash or credit transactions. 

Rieger offers as an alternative to periodic or appropriate personal timespans, a 
theory and model based on project or asset lives. These being diverse, he offered a 
diagram inimical to annual period demarcations and about which he wrote these 
may cut through money-to-money projects, shown as four months repeating, of 
fourteen months, of twenty-eight months and so on to liquidation after perhaps 
five years (1928, p. 210). Only at a moment when all rhythms synchronously end in 
cash would a balancing be appropriate; and ‘that is a business impossibility’, he 
wrote (1928, p. 204). 

Compromise might of course have been reached by finding for each firm and 
industry its natural business years when liquidity preponderates and closings are 
facilitated. Alternatively, the practical acceptability might be urged of a dichotomy 
of long-term/fixed outstanding balances and of current/short-term items which 
have negligible temporal dispersions. Again, for repeating cycles, concepts of cap- 
ital requirements and the maintenance at equilibrium could have been derived. 
Useful liquidity ratios were indeed provided. But one may note that a recurrent- 
cycle model is less immediately adapted for poradie income measurement than 
one based on input-output matching. 


Flows and Imputations 

Rieger’s flow-charting may now be examined, and shown to have implications 
greater than bis trajectories. But first we revert to the Marxian formulae which 
recorded purchases, stocks and conversion: reducible for Rieger to the simplest 
M-M. Hain. (1980, p: 457) suggests, however, that a modification was required as 
the money introduced into the business ‘moves from one intermediate stage to the 
next in pursuit of the.goal of augmentation [profit]’. There is evidence that Marx’s 
theory required a formula rather of M-R-G-M, where R is the set of purchased 
resources such as f (p, w, e, etc.) and where G is the set of products. 

Rieger’s second flow chart presents a cycle of values from initial pay-in to dis- 
tributable surpluses. (As with all cycles, it is possible to impute recycling from 
several stages, only some of which involve cash movements.) Rieger did not prefer 
the structures which are inherent in results and financial position statements or any 
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dichotomizing of measurements to meet such periodized reporting need as in the 
French plan Comptable Generale and widely used elsewhere. Rather, he modelled 
sequences of ‘process’ or adding-value, notably through manufacture (Forrester, 
1977, cap. vi). Rieger, the cash-flow theorist, reflected in this chart material move- 
ments and imputations also. 

This single-cycle model is so familiar that it may be described in words. Cash 
comes from the owner, and is then disposed into machines, raw materials, Cconsum- 
able materials, wages and oncost.: Transfers were imputed from each of these latter 
accounts, as values were absorbed into and converge on finished goods. Thereafter 
these goods were transferred to customers, from customers to currency, and thence 
to cash and round to the owner. Double-entry rigour was retained by Rieger even 
when chained transfers between each T account were signed as From and To 
rather than by the Soll and Haben of Italian bookkeeping. 

The chart or model of transactions within external receipts and payment has 
consequences, only a few of which can be noted. First are the problems of alloca- 
tion and apportionment to centres and thence to goods.’ Secondly, the temporal 
precision claimed for project trajectories could not be equalled in over-all cycle 
times; but these.could be flexed for the turnover times of stocks and other items. 
The purpose of such an exercise was an improvement in forecasting rather than for 
periodic valuations. Cycles accorded much better with Rieger’s beliefs on the pur- 
pose of ongoing entrepreneurial efforts than with the stop-start of periodic clos- 
ures. Here we must look again at his preference for total lives compared with any 
interim reckonings. 


Short Period: Long Period 

Much German accounting theory sought alternatives or complements to the statut- 
ory reportings. Post-mortem accounts had attractions for academics, but business 
economists (Betriebswirtschaftlehre) argued that management needed prompt, short- 
period feedbacks and proposed tactics which would achieve this (Schmalenbach, 1909, 
1912). Rieger ignored the need for such management accounting. He expressed cyni- 
cism instead about any systems which divided up continuing enterprises and about 
the accuracy of the measures and valuations required, however ingenious or regulated 
they might be. He argued that periodic accounts were dangerous as well as incorrect 
and infeasible: only ultimate reckonings are true and ‘organic’. In his words: 


Interim accounts can never be organic. They do not proceed from the needs of the firm or 
enterprise; they are not related to its rhythms and their natural procedures. They are 
inimical to the firm. They divide up with the ruthlessness of a guillotine the most delicate 
business links—and this is called a closing of accounts! Why? Because the books and 
accounts are closed? (1928, pp. 209-10) 


He opposed the intrusion of statutory periods and valuation procedures into altern- 
atives better adapted to the needs of the firm. His concern with internal accounting 


5 Interestingly Paul Riebel, one-time student, has been among the foremost German academics in 
establishing clear grounds for such allocation and the matching of sales with direct costs only (Riebel, 
1963, 1972). 
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and convergencies prompted a criticism of annual periods: these he found to be 
seldom in correspondence with seasonal business, project lengths or asset lives. 

One argument for total-life accounting fails on grounds of the disutility of post- 
mortem data.® A nicer problem arises from the conditional additivity of period 
profitabilities. The equation of parts summed to the whole rests on severe assump- 
tions which include, according to Schneider (1987, p. 375), ‘certainty’, the additivity 
of thé utilities of all concerned and an isolation from capital markets. This last 
point at least would have been unacceptable to Rieger. 


VALUATIONS 


Here Rieger’s argumentation appears less than acceptable, even if his prescription 
remains attractive. Doubts remain as to whether it was projects, processes, plant 
or goods which generated sales, cash and profits. Analysis and classification seem 
unnecessary when liquidation loomed sooner or later. And the argument continued 
that if all was eventually to be realized, there was no point in discussing what was 
the legally correct interim value. There was a conscious sidestepping of the prob- 
lems in retaining and tracing historical costs or in deriving a current ‘value to the 
business’ or beizulegenden Geschaeftswert (according to s. 40 òf the older German 
Commercial Code; for recent discussion of this, see Schneider, 1998). Nor of course 
was any true and fair value anticipated through professional auditing. Rieger pro- 
nounced that there could be no benefit from investigating possible principles: 


The struggle is aimless: the right value will never be found; for were there such a value, 
one would not need to seek it circuitously through more or less contrived valuation 
principles. With the cash balance, however, none has any dispute: none has wasted words 
-on how it should be ‘valued’: it is self-evident that one should count and write down 
the result—without estimates, valuation, or paper contriving. With cash, reality and its 
accounting reflection correspond fully and patently. Not so with the values of things. 
(1936, pp. 134ff) 


Strong preference was expressed for valuation as necessary in terms of anticip- 
` ated cash flows, discounted to the present. For this perhaps cash-trajectories offered 
a robuster basis than the ad hoc expectancies on which values-in-use are calculated 
according to Deprival Value theory featured extensively in the March 1998 issue of 
Abacus. (Alternatively the precision of life-spans demanded by Rieger could have 
supported cost-of-capital charges compounding for each project (cf. Forrester, 1977). 
But periodic balancings are necessary for the calculation of interest due; yet among 
the transactions charted, one must note that interest payments to and from the 
bank are both ignored! 

In general, then, Rieger expressed a preference for the widest possible application 
of the discounted values of interim or final inflows from assets. Problems of joint 
productivities and of uncertain trajectories or earning profiles were bypassed in an 
enthusiasm for money nexuses and monetary measurements. Here his confidence 
was at its fullest. Responsibility for legal currency was finally placed upon the state, 


€ A Scots retail cooperative reported till thirty years ago its annual sales, and cumulatives since 
founding in the nineteenth century! 
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with the options of observing or negotiating varying conversion rates with outside 
currencies at any time. Internally the state could enforce one currency as legal 
tender, until a new currency was introduced with prescribed linkage to the old. 
For this a precept could be found in Knapp, Staatliche Theorie des Geldes (The 
State Theory of Money,-1905). But Rieger the banker was astonishingly reticent in 
advocating the stabilizing effects of interest rates freely set. At any rate, he did not 
prescribe solutions for the well-known problems in profit measurements, but rather 
voiced a devotion to stable monetary accounting which prompted his vigorous 
criticism of those who advocated price-level adjustments after price-stability had 
been restored in the latter part of the 1920s. 


RIEGER AND THE ATTACK ON INFLATION ACCOUNTING 


The general price level indexing mechanisms proposed by Mahlberg and Schmalenbach 
(Graves et al., 1989) and the replacement costs of Schmidt of Frankfurt (Clarke and 
Dean, 1986) seemed to Rieger palliatives for the hyperinflation of the early 1920s. 
They were tactics developed for the worst of circumstances when it was impossible 
to maintain the equation, ‘A mark equals a mark’. The cure was to be found in the 
will and ability rather than in knowledge or understanding (Rieger, 1928, p. 250). 
His case deserves some consideration even now. 

While statesmen had printed money in an effort to meet war debts, business 
economists were ingenious in schemes which would reduce their taxes and thus 
the state’s income from corporate nominal gains. Real capital maintenance and 
replacement pricing should not be the sole aim for a firm when the nation was in 
such trouble. Inflation had its task to fulfil, he wrote, and academics were not 
justified in disturbing its effects: one overtaxed sector should not be protected 
when others suffered more. Where costs and risk premia were increased to allow 
for expected replacement prices, he found that ‘the Minimax fire-extinguisher was 
replaced by a petrol-can of accounting inflation adjustments’! (1928, p. 251). 

Rieger held that, whenever possible, one should count in terms of existing money; 
monetary stability was the responsibility of the state; a private standardization 
of accounting had only formal value with dubious and private meaning. Business 
economists were invited to reduce their responsibilities and claims. Schmalenbach 
asserted that accounting for changing money values should have an enduring place 
in the business economics literature. But he was criticized by Rieger,’ who held 
that there were better things for him to do: there would be anarchy in monetary 
matters and a resurrection of the right of the strongest in another form if the need 
for continual adjustments was preached! 


Rieger and Fritz Schmidts Organic Accounting 
An attack on Schmidt’s Die Organische Tageswertbilanz was launched in the text 
of 1928 and in a special article. First we deal with price-level changes: these were 


7 Apology had been made, however, in the 1926 edition of Dynamische Bilanz (1926, p. 238) for even 
brief treatment of inflation accounting; and postwar, the English edition of 1959 speaks of distortions 
from price-controls rather than revaluations (p. 196). 
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illustrated by Schmidt of Frankfurt (Clarke and Dean, 1986) from 10 to 100 to 
1,000 and then back. No economy could survive such extremes. Nor did Rieger put 
trust in claims that replacement cost accounting would smooth profitabilities as 
compared with historic costing. Brief reference only was paid to Schmidt’s example 
of interest being used for similar purposes. Rieger’s argument, however, dealt 
mostly with monetary politics, and with the feasibility of firms protecting them- 
selves against taxation or excessive distributions by the use of indexed or other 
price level accounting. 

Where Schmidt envisaged the firm as maintaining a constant position in a world of 
changing market prices, Rieger’s emphasis was on the advantage of a firmly main- 
tained national currency. Controls of liquidity would be facilitated by accounting 
under his method. He suggested that by calculation or indexation within the firm, 
no isolation from the effects of outside currency instability could be effectively 
achieved. If an exact reckoning was possible, one need not worry about inflation, 
whose purpose would be achieved by adaptation. Rieger asserted with great 
obscurity that inflation and precise accounting were exclusive one of the other: 
‘The academic can never know whether at any particular time inflation is the more 
important’ (1928, p. 259). 

The views published in Rieger’s main text were followed two years later by an 
article on Die Organische Tageswertbilanz in an important social science journal 
(Archiv für Sozialwissenschaften). Schmidt’s system had been published first in 1921, 
but although the text expanded greatly the substance was unaltered in the second 
and third editions, the latter appearing in 1929 (see Clarke and Dean, 1990). His 
criticism of a money accounting and his advocacy of an accounting for physical 
units or substance seemed acceptable under inflation but had continued to be 
welcomed thereafter. Rieger listed all those authors who had rejected accounting 
in nominal terms, or like Walb complemented it by one expressed in physical terms. 

Schmidt’s text was then construed. Throughout its 360 pages, Rieger could find 
no clear recommendation of the unit of account. Attention moved from a calcula- 
tion on surplus monies to a surplus of physical goods. Income consisted only in a 
surplus of physical assets, and a price changes reserve account ensured that the 
changes in the price of stocks were not considered to be distributable. Profits for 
Schmidt represented what could be distributed without a loss of net physical assets. 
One check on Schmidt’s definition of profit was that it could be applied to enterprises 
throughout the economic sector without any misapplication of economic values. 

Rieger saw this as a problem, necessitating that all firms adopt Schmidt’s 
accounting, and this could be arranged only by industrial collaboration. Money, of 
course, is only a creature or creation of the legal order and none can replace it in 
some alternative reckoning. Rieger suggested that Schmidt advocated a quite arbi- 
trary game with numbers. He could find no essential for any unit of account. Since 
any change in quantities is a profit or loss and never a simple change in values, 
these quantities are a cardinal feature of the organic balance. Stock quantities are 
crucial. 

Rieger proceeds to query the denominator with which stocks should be measured. 
Should one use weight? Volume? Length? Or numbers? On page 3 of Schmidt’s 
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book there was reference to money as a general measure of goods (Allgemeines- 
guetermass). Quantitative substitutes were disliked for depreciation or for profit 
calculations which bring together all factors affecting profit in value. Schmidt 
admitted (p. 332) that taxes could scarcely be paid by distributing real assets. 

Particular sport is found with Schmidt’s price change reserve account: is it an 
asset account (p. 89), a capital account (p. 176), or a subsidiary account (p. 103)? 
On page 194 we are told that this account is of comparable status and form to 
the account of share owner’s capital. But earlier (p. 102), the price-level change 
account is related to but not identical with the reserve account. In relation to small 
transactions, operations on this account were expected to create difficulties. 

Further details from Rieger’s analysis of Schmidt’s organic theory may be sought 
out by the curious and checked against more recent studies of the system. Its chief 
goal, the maintenance of capital, was dependent upon the idea of the firm in a 
world of markets. And the chief characteristic of these markets in the late 1920s 
was less of the hyperinflation of the early 1920s than a threatened return of the 
economic cycles of the prewar period. Rieger’s later writings during the 1930s will 
provide evidence of how durable his theories might be. 


A Retrospection 

A resume of Wilhelm Rieger’s views in comparison with others was presented by 
Professor Schybergson of Finland in a lecture to the International Accountants’ 
Congress in Berlin, 1938. Schmalenbach’s and Schmidt’s theories had come under 
attack as soon as conditions stabilized, he said. Their critic was commended as 
putting forward also constructive ideas: 


Prof. Rieger holds that all business transactions in the existing economic scheme of things 
are based on money as the common denominator for measuring the relative value of 
services and commodities. Without this standard of values, imposed with the authority of 
the State, an estimate of the value of anything for economic purposes would be imposs- 
ible and consequently our present economic system could not be carried on... 

It should be observed that this process of reducing everything to terms of money, which 
lies at the basis of all economic thinking, rests on the assumption that money has a stable 
value and is a definite, exchangeable commodity. It may happen that this assumption is 
not true in fact; but without it we can neither think nor compute in terms of money. 


Schybergson summarized Rieger’s Ueber Geldwertschwankungen (1936, pp. 7, 
47, 71): 


Businesses make use of the state’s money and cannot be affected by the accountant’s 
views on the soundness of the currency. If mark equals mark the whole structure of 
theories designed to correct money-values falls to pieces. Buying and selling are under- 
taken in order to produce money incomes for the proprietor; and this cannot be done by 
production for internal consumption. Accounting on the basis of ‘realistic’ theories is 
possible only in a closed economy. 


Schybergson referred to practical difficulties, and noted Rieger’s contentions that 
‘all values in the books cannot be revised continually while disposals are not always 
followed by replacement’ (1936, p. 71). 
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CONCLUSION 


Among the assumptions listed today for accounting are those of monetary values 
and less commonly of stability in those monetary values (Mattessich, 1964, p. 48). 
Both assumptions were robustly defended in the years of severe inflation and 
thereafter, when price-level restabilizing techniques were still being taught. 

The restabilization was intended not only to show truer or more contemporary 
figures but also often to protect firms from levies on purely nominal or holding 
gains. A shifting of tax burdens through the work of German business economists 
resulted for good or less good reasons. Palliatives were thus worked for when the 
whole monetary system had lost its controls. Accounting historians have given 
more attention to the derivation of price-level accounting systems than to the 
benefits of monetary stability and how they may be achieved. In this article atten- 
tion was directed almost exclusively to the inflation and restabilization in the 1920s 
in Germany, and in particular to the protagonist of stable money, Wilhelm Rieger. 

As author and teacher, Rieger simplified the motivations and calculations of 
businessmen in relation to money. Generalizations worthy of Karl Marx or of 
Georg Simmel (1978) were transformed into a vivid advocacy in Rieger, and this in 
turn led to detailed studies by his students of industries and applicabilities. More- 
over the receipts and payments recorded by banks became the’ external relations 
which were traced inwards within the firm in a cycle diagram and flow chart. 
The prompting and consequence of these imputations aroused curiosity, which was 
partially resolved in Austrian capital theory. The flow charts underlay turnover 
times and liquidity controls, reflecting a concern for capital in relation.to its sundry 
lengths of commitment and to the roundaboutness of production. Such concepts 
are distanced from any naive cash-in and -out. 

Values were traced not to some periodic balancing, but rather projected to the 
horizons to which benefits accrue from expenditure. These trajectories facilitated 
the valuation of assets at their discounted present value. The alternative of historic 
cost compounded over the life to date was not preferred even by Rieger, who must 
have known well the contracyclical potential of appropriate interest rates. 

Much attention was given to Rieger’s critique of interim or annual profit state- 
ments. He ignored the facility already achieved in Germany in producing prompt 
and informative short-period statements. Evidence was led that firms had practised 
life-long or lease-long accounting, and that annual income or profit measurements 
were generalized (chiefly through widespread impositions of tax before and during 
World War I) only some decades before Rieger wrote. It was not surprising that he 
found annual intervals a Procrustean bed for the varied lifespans of projects or 
assets. More specifically, both now and then, periodic reporting has loomed so 
largely in the theory and practice of accounting, auditing and tax, and this has been 
prejudicial to alternatives such as perpetual inventory and on-line controls. 

Contrasts also appeared between the price-level adaptations recommended then 
and since with Rieger’s suggestion that their aim was often a relief from shared tax 
burdens rather than truer statements. In every case he urged that adaptation to 
inflation was less urgently required than a sound currency. This was achieved 
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already by the time that he wrote, and then remarkably stable currencies have 
featured in the postwar economy established by Ehrhard and through the Euro- 
pean Union in preparation for a single Euro currency. Mark becomes Euro, and 
accountants are relieved of the need for much tactical cleverness. 

A money accounting on the basis of a stable currency can also reflect the fair 
market relations of private economics in contrast to the contrived and regulated 
relaxations of corporatist or totalitarian times. Rieger’s importance is to be found 
in the market features which have provided the wealth necessary for welfare from 
1948. 
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